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Abstract 

The professional exams administered by the Society of Actuaries and Casualty Actuarial Society 

are very challenging. The basic information relevant to the exams will be given. Also, general 

study tips will be presented, including the role of formulas. Additional practice methods, such as 

the use of sample questions, will then be reviewed. Thereafter, a description of the testing site 

will be expounded. As an appendix, some tips covering each of the preliminary exams will be 

given.  
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Introduction 

 The actuarial profession can be very rewarding. It is consistently regarded as one of the 

best jobs in the nation ((Needleman, 2010)). It can be very satisfying to apply problems solving 

skills to real-life business problems. However, it is a hard field to enter. The main reason for this 

is a requirement to pass a series of professional actuarial exams. The exams have challenges on 

the part of any exam sitter, but they can be overcome. An overview of the exam process will be 

provided. After reviewing the exam process, principles to assist with preparation of the exam 

will be given. Then, study strategies will be conveyed. Finally, specific problems from each of 

the preliminary examinations will be presented.   

Purpose 

 Usually, students who are entering college to become actuaries typically do not know the 

exam system in depth. That was definitely the case when I entered Robert Morris University. A 

casual survey of my classmates reveals the same thought. Therefore, a comprehensive guide to 

actuarial exams is worthwhile. Additionally, I have extensive experience with the exam process. 

I passed my first three preliminary examinations by at least 30% above the passing mark. In 

addition to guidance based upon my experience, the advice of other students will also be 

presented. Some also passed as first-time students, while others initially failed the first exam. 

Their names will remain anonymous. 

Exam Overview 

 The actuarial exam system is a core part of any actuarial career. Employees who do not 

have ASA or ACAS certifications are referred to as ―students‖ because they are expected to 

study and earn one of these designations. To assist their students, many companies provide 
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resources which help them pass the exams. This could come in the form of paid study manuals or 

accommodations to attend in-person seminars. Additionally, some employees are allowed to 

study during part of their workdays and still earn money for that time studying. Also, some 

employees receive paid time off from work to study for these exams. 

Companies can also provide incentives to pass exams. Often, companies give bonuses 

and raises when exams are passed. On the negative side, companies expect employees to 

continue passing exams; those who do not may have difficulty advancing within the company. In 

an extreme case, employees could lose their statuses as actuarial students. 

The exam system is so highly valued that Robert Morris University, a Center for 

Actuarial Excellence1, bases two of its outcome assessments of its actuarial program on 

students‘ successes on passing exams by the time they graduate. As an example, 50% of the 2010 

RMU seniors have passed at least two exams, and 15% have passed three exams ((Actuarial 

science - assessment results.2010)). 

Most of the five preliminary exams are joint-sponsored by the Society of Actuaries and 

the Casualty Actuarial Society. The exams that are joint-sponsored are Exam P/1, Exam FM/2, 

Exam MFE/3F, and Exam C/4. The one exception is SOA Exam MLC, which is somewhat 

different than CAS Exam 3L. 

Preparation 

If you are taking an actuarial exam during a class designed to prepare you for the exam, it 

would be beneficial to study the coursework during the break before the class begins. For 

example, if sitting for Exam P/1 during the Spring semester in which you are taking 

Probability/Math Statistics II, it would be helpful to learn the new material for that course during 



7 
 

the winter break. It may not be the most enjoyable activity, but it will help immensely. Of 

course, you don‘t need to know every detail fully. By learning as much as you can before the 

semester starts, you can commit more time to class, other school commitments, or simple 

relaxation. 

Also, remember not to get too frustrated over the course material. It can definitely appear 

to be hard initially, but with enough work, you should be able to figure it out. If you are getting 

too frustrated, feel free to take a break. You should have enough discipline to know when you 

need to study. 

On the contrary, it should be noted that these exams are not to be taken lightly. The 

typical pass rate is about 40% for any exam. More people fail than pass each time, and that 

cannot be stressed enough. A general consensus is that 100 hours of preparation are needed for 

each hour that the exam lasts. So Exam P/1, which is three hours in length, is said to have 

required 300 hours of exam study. Additionally, companies like to ask how many hours you 

spent studying. It would be wise to keep a calendar and keep track of your study time. This is 

especially important if you end up studying for less than the rate of 100 hours per 1 hour of exam 

time. One student who initially failed the first exam said that a lack of preparation was the main 

reason for the initial failure.  

It is also possible to over-study at the expense of your college classes. If you are still a 

student in school, you likely have other classes for which you have to prepare. Those courses are 

still valuable to your education. In some classes, you learn material that is also necessary for an 

actuary to know. Examples would be communication skills classes and computer programming 
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classes. Of course, all courses affect your overall GPA, which will be noticed on your resume. 

Therefore, do not forsake the rest of your coursework when sitting for an actuarial exam. 

What to Learn 

 For each exam, the Society of Actuaries includes a syllabus of all material that the exam 

covers. The syllabus is currently available online at http://www.beanactuary.org. The syllabus 

also contains links to practice questions and answers. Additionally, it provides links to the tables 

of data that will be given out during the administration of each exam. With the exception of 

Exam C‘s tables, all of the information handed out will merely be data that you need anyway to 

solve some problems. For example, you are given the percentiles about the standard normal 

distribution (i.e. ―the bell curve‖) for Exam P/1 so that you can calculate probabilities. 

 Sometimes, there are a certain number of suggested textbooks listed by the SOA and 

CAS in place of just one textbook that teach the required syllabus material. The syllabus for 

Exam P/1 has a list of six ―suggested texts‖ that cover material. Included on this list is 

Probability and Statistics with Applications:  A Problem-solving Text, the required textbook for 

the courses Probability/Math Statistics I and II at Robert Morris University. The SOA and CAS 

also note that one textbook may not cover all of the necessary material for the exam ((Society of 

Actuaries, Casualty Actuary Society, & Canadian Institute of Actuaries, 2010)). Therefore, when 

finished studying, it would be helpful to go through all of the points on the syllabus and know 

what each point references.  

Other times, the syllabus provides a textbook and notes that only certain sections will be 

covered. For example, the textbook Loss Models: From Data to Decisions is the textbook for 

Exam C/4, but not all sections in this book are included on the exam.  



9 
 

Something to consider is that sometimes these textbooks are not geared towards 

mathematical students. Derivatives Markets, the required text for Part II of Exam FM/2 and all of 

Exam MFE, avoids some formula derivations, which makes it more difficult for math students to 

completely comprehend the material ((Weishaus, 2010), p. ix). Therefore, going through the 

required text may not be the optimal method to study if short on time. Specialized study manuals 

exist and may provide more succinct summaries of what knowledge is necessary for the exam. 

Formulas 

Naturally, you have to learn many formulas in order to perform well on any exam. With 

the exception of Exam C, formulas are not provided for you. It is often believed that 

memorization is needed to solve problems. Sometimes, that is the case. Usually, though, other 

methods can be used to learn the required formulas. 

Generally, you should be using a formula so often that memorizing it will not be a 

problem. For Exam P/1, the uniform and exponential distributions should be easily learned due 

to their continual appearances in practice problems. For Exam MFE, the Black-Scholes Formula 

is used repeatedly to price options, which are used for a large part of the exam.  

 Also, it would be helpful to study the methodology of solving questions rather than just 

memorizing formulas. Many formulas can be intuitively determined, which can be helpful when 

the Society of Actuaries tests the concepts of a formula rather than just the formula itself. This 

concept can be conveyed using a question used on the Spring 2007 administration of SOA Exam 

MLC: 

8. Kevin and Kira excel at the newest video game at the local arcade, 

―Reversion‖. The arcade has only one station for it. Kevin is playing. Kira is next 

in line. You are given: 
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(i) Kevin will play until his parents call him to come home. 

(ii) Kira will leave when her parents call her. She will start playing as soon as 

Kevin 

leaves if he is called first. 

(iii) Each child is subject to a constant force of being called: 0.7 per hour for 

Kevin; 0.6 

per hour for Kira. 

(iv) Calls are independent. 

(v) If Kira gets to play, she will score points at a rate of 100,000 per hour. 

Calculate the expected number of points Kira will score before she leaves. 

((Society of Actuaries, 2007), p. 9) 

This question appears to have nothing to do with life annuities, but it could be rewritten as the 

following: 

8. A special annuity pays person B at a rate of $100,000 per year of B‘s life, but it 

only starts paying after person A has died. The force of mortality is 0.7 for A and 

0.6 for B. The lifetimes for A and B are independent. Calculate the present value 

of this annuity. 

 

It can be seen that the test question substitutes points for money. The force of mortality for being 

called home can be substituted for the rate of death, and the rest of the details describe the terms 

of the payment of the life annuity. Of course, if you just memorized the formula and the 

variables behind it, this could not be easily solved.  

 

Sample Questions 

 The best way to prepare for an actuarial exam is to do many sample exam questions. 

There are a variety of sources which are mentioned next to find questions. Be prepared to go 
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through the same questions over and over again, as some sources copy questions from past 

exams.  

First, the SOA and CAS release sample questions that correlate with the syllabi of 

required material. The number of sample questions varies across exams. There are at least 80 

sample questions for each exam, with as many as 288 (currently being offered for Exam C/4). 

The societies provide solutions for each exam question. However, these answers can be tedious 

and use a ―long way‖ to solve the problem. Due to this, some manuals include simpler and faster 

solutions to the sample practice questions. One such example is the ASM manual for Exam 

MFE/3L ((Weishaus, 2010)). 

Second, companies create practice exams. ACTEX Publications and Actuarial Study 

Manuals (ASM) both have practice tests at the end of their study manuals. While ACTEX 

practice tests have the same difficulty throughout, the ASM manuals‘ practice tests are known to 

get harder with each subsequent practice test. ASM questions at the end of the manual are 

recognized to have a difficulty higher than the actual test. Therefore, do not be discouraged for 

poor performance on the practice exams later in that manual. Of course, if you are performing 

well on those, feel prepared when you go to the testing center. Practice exams can be obtained 

separately. They can be purchased either in electronic form or physical form.  

Other Practice Methods 

 Additionally, there are other ways to learn material. Companies also sell flashcards to 

assist with the memorization of formulas. Personally, I have never utilized these, since I do not 

learn best via flash cards. But, they can be helpful if that is your particular learning style. If you 

regularly use them and you get a combo deal from a company, it make sense to obtain them. 
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 Also, help for passing the exam is available online. There are formal, online courses 

whose sole focus is to assist students in passing the exam. After purchase, you can take an online 

seminar. Weekly assignments are made so that you can pace yourself for the exam. There are 

also live seminars lasting a day or two if you have the resources to travel to the location of the 

seminar and time to observe presentations. Due to cost, I have never used this sort of option. 

Although these seminars are very beneficial, other routes are available if you want help without 

an added cost.  

There are other places than seminars to receive help on actuarial exams. If you want a 

less expensive alternative, there are some online forums, such as those on actuary.com and 

actuarialoutpost.com. There, you can converse with other people preparing for the same exam as 

you. Multiple threads detail where people are struggling, and subsequent help is provided. Of 

course, you could also join live study groups if friends are studying for the same exam that you 

are. It is more advantageous to meet in person, since other people could potentially assist in 

understanding material. 

 

 

The Testing Environment 

 Almost all actuarial exams are now administered via computer-based testing (CBT). The 

Society of Actuaries and Casualty Actuarial Society use the services of the company Prometric 

for their exams. The Prometric office consists of a waiting room and a testing room. The testing 

room is highly controlled. The only items that you can bring into the testing room are your 

calculators, admission ticket, and photo ID. Everything else that you take with you must be 
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placed in the waiting room. For valuables, you are given a key to a locker to use while you are 

testing. The locker is relatively small, so don‘t bring too much with you to the testing site. 

Prometric does provide pencils and a scratch booklet for your use on the exam. During the test, 

questions appear on the screen, and you can do work using the scratch paper. If statistical tables 

are provided, there will be a button on the screen that will bring up those files. After the test, 

before you see your score, you will be given a short survey about your testing experience. 

Finally, the screen will say whether you passed and will give you instructions to leave the testing 

room. 

 Paper-and-pencil exams are somewhat different. You still need to bring your calculators, 

admission ticket, and photo ID with you. However, you are expected to bring your own pencils. 

You will be provided with scratch paper and the necessary statistical tables. 

Conclusion 

 The actuarial exams can be challenging, but they can be surmounted. Carefully study 

each concept on the syllabus, and keep doing practice problems. Do not be overwhelmed with 

either the information or the testing site. The rewards can be worth the risks. Just put in the 

appropriate amount of preparation. 

 

Exam-Specific Advice 

 Advice on each exam follow. Some difficult material will be presented in simpler terms. 

Exam P/1 
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 Exam P/1 is the first hurdle for many students. It is a typical exam, lasting three hours 

and consisting of 30 multiple-choice questions. 

 One difficult part of this exam covers joint distributions – a combination of two or more 

random variables. Additionally, if one random variable is conditioned upon another random 

variable, questions can ask about the expected value and variance of the conditional density 

function. 

 When working with two conditional density functions, it is often helpful to draw out a 

graph of the two functions on two different axes. Additionally, if you need the joint distribution, 

the function is always the conditional density function times the density function of what is being 

conditioned. After that, double integration is all that is necessary to properly solve the problem. 

Just remember to maintain the proper boundaries of the function. 

Exam FM/2 

 Exam FM/2 used to be known solely for testing interest theory. Interest theory involves 

calculating rates of return and annuities. However, basic questions about financial derivatives 

have been added to the syllabus. Financial derivatives are tied to prices of other financial 

instruments. For example, many of them (especially many of these exam questions) pertain to 

changes in prices of stocks. 

 Many annuities you come across can be simplified using the properties of a geometric 

series: Σ (1+v+v
2
+v

3
+ …) = 1/(1-v). However, the problem can sometimes seem to be a bit too 

complicated for a geometric series, but in reality is not. For example, an annuity that pays at a 

rate of 1, 2c, 3c
2
… can be expressed as the following after multiplying c to both sides: 
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S = 1 + 2c + 3c
2
 + 4c

3
 + … 

cS = 1c + 2c
2
 + 3c

3
 + 4c

4
 + … 

Now, subtract the bottom equation from the top equation: 

(1-c)S = 1 + c + c
2
 + c

3
 + … 

It can be easily seen that the right hand side of the equation is a perpetuity, which also has a 

value of 1/(1-c). Therefore, S = 1/(1-c)
2
. 

Exam MLC/3L 

Exam MLC – Modeling – Life Contingencies Segment, is a three-hour exam. There are 

30 multiple-choice questions. Currently, it is a paper-and-pencil exam and is only administered 

twice per year. However, because it will eventually become a Computer-Based Testing exam, the 

questions from previous exams have not been released since Spring 2007. 

The SOA administers exam MLC while the CAS administers Exam 3L. Although certain 

topics overlap on the two exams, there are significant differences. While Exam 3L is similar to 

Exam MLC, Exam 3L removes some of the harder questions. Therefore, passing exam MLC is 

accepted by the CAS as credit for Exam 3L, but passing exam 3L is not accepted by the SOA as 

credit for Exam MLC. 

  A difficult thing to understand is that the Society of Actuaries skips an important step in 

some solutions. For example, regarding one of the SOA‘s Sample Questions (#23), the recursion 

formula is given as: 

20V45= (19V45+P45)(1+i) −q64( 1−20V45) (Society of Actuaries, 2008) 
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This is a rearranged version of the typical recursion formula: 

 

(p64) 20V45= (19V45+P45)(1+i) −q64 

 

The solutions assume that you would know that the p64 term is equal to 1−q64. Therefore, the 

left-hand side of the equation becomes (1−q64)* 20V45, and the latter term is added to the right-

hand side of the equation. The −q64 is then factored out of the last term in the equation given. 

Exam MFE/3F 

 Exam MFE – Modeling – Financial Economics Segment, is a three hour exam. This exam 

has recently been switched to Computer-Based Testing. Therefore, during the first few 

administrations, results will not be given upon completion of the exam ((Society of Actuaries, 

Casulty Actuarial Society, & Canadian Institute of Actuaries, ). 

 A concept that I found very difficult to understand was Itō‘s Lemma. It is necessary to 

use this Lemma for some differential equations. Essentially, you are provided a differential 

equation and an equation relating two variables. Itō‘s Lemma finds the additional differential 

equation. A simple example question is found from the ASM Seventh Edition, Second Printing 

Study Manual: 

You are given Ito processes dX(t) and dY(t). dY(t) is defined by 

dY(t)/Y(t) = 0.1 dt + 0.5 dZ(t) 

and X = Ye
0.02t

. 

dX can be expressed as 

dX(t) = α X(t)dt + σ X(t) dZ(t) 
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Using Itō‘s Lemma, determine α (p. 383). 

 

The formula for Itō‘s Lemma used here is dX(t) = dX/dY * dY + dX
2
/d

2
Y * (dY)

2
 + dX/dt * dt. 

(Depending on which variables are given, the X and the Y could be different variables, such as 

S.) The first step of this is to derive the equation relating X and Y. Take the first and second 

integrals with respect to Y and the integral with respect to t. As such, dX/dY = e
0.02t

, dX
2
/d

2
Y = 

0, and dX/dt = 0.02 Ye
0.02t

. Then, substitute everything into the formula, and combine like terms: 

dX(t) = dX/dY * dY + dX
2
/d

2
Y * (dX)

2
 + dX/dt * dt 

dX(t) = e
0.02t

 (0.1 Y dt + 0.5 Y dZ(t)) + 0 + 0.02 Ye
0.02t

 dt 

dX(t) = 0.12 Y e
0.02t

 dt + 0.5 Y e
0.02t

 dZ(t). 

Now, since X = Y e
0.02t

 , substitute X into the equation to remove the Y and e
0.02t 

 terms: 

dX(t) = 0.12 X dt + 0.5 X dZ(t) 

It can be shown that α = 0.12.  

Exam C/4 

 Exam C/4, Construction of Actuarial Models, is a four-hour exam. While I have not yet 

taken this exam, two courses at Robert Morris University, Statistical Modeling II and Statistical 

Modeling III, cover the course material for this exam. I found relationships presented in this 

course to be useful on the exam. 

 In Kaplan-Meier Estimation (also known as product limit estimation), the conditional 

survival rate is used and multiplied to determine the probability of survival from time zero. The 

conditional survival rate from time t to T is merely the number of survivors to time T divided by 
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the overall number of people at time t. In Nelson-Aalen Estimation, the probability of death at 

each year is determined (as the variable h), summed together (as the variable H), and negatively 

exponentiated (e
-Σx

) to find the survival rate. It can be determined that the sum of the conditional 

probability and the variable h must add up to one in each time period.  
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Footnotes 

1
A Center for Actuarial Excellence is a special designation given by the Society of Actuaries to a 

small number of university actuarial science programs in North America. 
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Abstract 

With the revolution of the internet, the recent economic downturn, and the increased number of 

natural disasters across the globe, the challenges of being a news broadcasting station, and more 

specifically, a broadcast meteorologist, have increased over the recent years. These effects can be 

seen both in Finland and the United States. As time goes on, these stations have had to cut 

workers while increasing the number of news-broadcast hours. As competition increases in 

larger markets, many stations are trying to find ways to keep their share of viewers tuned in with 

entertaining news coverage and accurate reporting. The integrity of news coverage and accuracy 

are being threatened by the aforementioned challenges in both the Finnish and American 

commercial and public broadcasting sectors. Based on this study, the style of journalism, 

accuracy of reporting, and ability to generate accurate forecasts appear to depend on the amount 

of cash coming into a station, whether it is public or private. While a public station may tune into 

what viewers actually want to see and hear, a private company can have the ability to attract 

more viewers due to the amount of resources available in certain economic conditions.  
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Broadcast Television: A comparison between the stations of Finland and America 

 The research and findings conducted in this study focus on a comparison between the 

public broadcasting system in Finland versus that of the United States‘ commercial system. The 

comparison seeks to find which system features the most quality programming, specifically in 

the area of broadcast journalism and meteorology. With entertainment-based news on the rise, 

the comparison will show the differences and similarities between the two systems and 

determine which system provides the most accurate and objective reporting in the areas of news 

and weather forecasting.  This topic is of importance due to the growing trend in commercially 

funded news broadcasts becoming entertainment based at times. The reporting being done within 

these broadcasts is focused more on attracting the most number or viewers instead of sharing, 

perhaps, the most important newsworthy stories. Phrases like ―if it bleeds, it leads‖ seem to have 

become the norm. In an era where money matters more than anything in a commercial economy, 

news stories and broadcast qualities have been affected by the recent economic situation and 

decline commercial revenue. With these economic conditions, the accuracy of the information 

being distributed to the masses could be affected by the lack of money supporting the reporting 

going on. With this study, it is the intent that such conditions be identified and solutions 

developed to meet the needs of broadcast stations and viewers. As news is being reported in new 

and developing methods, whether it is television, radio, print, or the numerous electronic forms 

via the internet, challenges are bound to occur. This study is meant to understand current 

problems and generate solutions for the future while adding to the research currently being 

conducted in this area. The research conducted in this study focuses on several questions 

pertaining to the information being examined. The study seeks to answer how commercial 

broadcasting stations are being affected by the current and recent economic conditions in 
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America, with interviews with people in the business and research on stations across the United 

States. The research also seeks to answer what commercial stations are doing to make up for the 

loss in revenue, how newscasts are different now when compared to more prosperous years, and 

what the future of commercial broadcasting holds. A similar style of interview and literature 

review is used to find answers to these questions. In comparison, the research conducted in this 

study seeks to find whether or not the public broadcasting system of Finland and Western Europe 

as a whole is more efficient when compared to the commercial system of the United States. On 

site investigations, polling, literature review, and interviews with professionals in the field will 

provide answers to this question. Using these methods of research will also provide answers 

regarding the quality of weather forecasts being generated in both commercial and public 

broadcasting. With weather being the most commonly reported topic in both styles of 

broadcasting, the accuracy of forecasts will be crucial in determining the accuracy and efficiency 

of either system.  

 

Literature Review 

 The television industry as a whole differs from culture to culture as well as country to 

country. Specifically, the divide between the continents of Europe and the United States has a 

large effect on the style of TV broadcasting that exists. This review will concentrate on the 

differences between the public broadcasting system of Finland and the commercial system in the 

United States. The literature reviewed involves topics such as Holm‘s discussion of modesty in 

Finland, and how such traits translate into different styles of journalism on the air (Holm, 2006). 

The review also concentrates on the articles like that of Socci‘s describing effects each system 

has on the methods and skill of broadcast meteorology (Socci, 2007). Text by Mustonen and 
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Pulkkinen is also reviewed for methodologies involving observation of program-violence content 

along with compilation of raw data in the viewing sectors (Mustonen & Pulkkinen, 1993). As a 

whole, the information provides support and inspiration for further investigation in regard to 

accuracy of the data as well as the effectiveness of the research itself. With the global financial 

crisis well underway, such an investigation seeks to find what qualities of Finnish and United 

States systems could benefit television as a whole. The literature in review is organized 

according to specific topic being researched. Due to the comparison being made several sections 

are devoted to highlighting the qualities making up the respective side of the comparison. 

 

America‘s Commercial Industry 

 In the recent decades, the United States has become known for its reliance on advertising 

and commercialism in nearly all aspects of life. Opinions vary, however, regarding how much of 

a negative effect this has on the quality of broadcasts. According to Papuga, few industries rely 

on this commercialism less than the television broadcasting industry, and, with programming that 

reaches coast to coast in the U.S., there are plenty of examples of how this idea is true (Papuga, 

2009). Because of the media‘s influence on society, there is much information to be found. For 

this study, selection was based on several criteria. Literature that dealt with the cultural values, 

upheld in a commercial based system, like that of Holms‘ article, were obtained (Holm, 2006). In 

addition, articles that dealt with the idea that commercialized news stations have an effect on the 

accuracy and scientific quality of weather forecasts, like that of Socci‘s, were collected (Socci, 

2007). Papuga‘s article mentions the need for television stations to acquire more money through 

national advertisers (Papuga, 2009). Having a competitive advantage over another station is key 

in the American form of broadcasting and acquiring such advantages may actually relate the 
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amount of time allotted for such advertisements. After all, television in the United States was 

founded as a commercial enterprise generating much, if not all of its revenue from commercial 

sales. According to Papuga, such time slots may, today, range from 15- to 30-second blocks 

(Papuga, 2009). With such an emphasis on gaining money through advertisement sales, 

additional sources, like articles by Socci and Wood, stating that commercialized stations are 

losing credibility, especially in weather forecasting, are frequently found. Socci, for example, 

states that competition results in ―endless rounds of one-upmanship (between stations) where 

science and alleged forecast skill become casualties‖ (Socci, 2007). Though these campaigns for 

increasing the amount of capital coming into a station are described, the process of where exactly 

the money comes from and how it is being used as a competitive advantage is not discussed in 

great detail in any of the literature found.  

 

Broadcasting in Western Europe with a Focus on Finland   

 In comparison, sources dealing with the public broadcasting industry of European nations 

were involved in the research. Investigating this information will hopefully offer clues as to what 

can be done in America to improve television programming. With a wide range of companies to 

choose from in the European context, narrowing the literature down to the most pertinent 

information was a cumbersome process. While there were fewer sources available on the 

industry and its relationship in regard to Finland, there were related articles, such as Holm‘s 

study on Denmark, that dealt with such companies and issues in surrounding Scandinavian 

countries (Holm, 2006). With cultural similarities between Denmark and Finland, this literature 

represents both countries well. This comprehensive study examines journalistic practices and 

differences between the United States and Denmark. Holm finds that Denmark‘s emphasis on 
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conformity clashes with the accepted style of ―Anglo-American‖ style of reporting (Holm, 

2006). With such a diverse range of possibilities represented in this section of the literature, 

inclusion in the review was based on whether or not the subject matter dealt with commercial or 

public companies, since Europe is currently leaning toward becoming more commercialized.  

 Adding to broadcast journalism practices, an overall history of broadcasting within 

Finland and how the industry is related to the rest of Europe provides an excellent background in 

how the Finnish broadcasting industry got to where it is today. This history is provided by 

Seppänen beginning with the Finland‘s television network‘s birth. Seppänen describes how 

Finland‘s Yleisradio was begun based on a broadcasting and business model like that of BBC 

Radio‘s (Sumiala-Seppänen, 1999). The article also provides important definitions. According to 

Seppänen, public broadcasting is defined as any form of broadcasting that is overseen by the 

public owners, allowed rights, and obligated to fulfill certain objectives with the audience in 

mind (Sumiala-Seppänen, 1999). Seppänen goes on to discuss the modern company, Yleisradio, 

and that the company has survived in such a commercial world lends credibility to the way it has 

been run (Sumiala-Seppänen, 1999). This long-term success can be attributed to the fact 

Finland‘s public television‘s purpose is to serve the people. With the funds from taxation, the 

Finnish supports Yleisradio‘s development of programming catered to underrepresented groups 

among the population. Using additional sources like Holm‘s study on Denmark, evidence from 

studies in Finnish content when compared to Europe and the U.S. gives way to the idea that a 

public system does an excellent job of reflecting the society it is broadcasting to (Holm, 2006).  

 Adding to this content, Mustonen and Pulkkinen provide a study on the amount of 

aggression in Finnish programming. Mustonen and Pulkkinen enumerate the number of 

aggressive acts per hour of television included in this research and find that ―the rate of 
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aggression and the brutality of aggression on Finnish TV were moderate‖ (Mustonen & 

Pulkkinen, 1993). Their study provided another facet to the comprehension of cultural 

differences between Finland and America.  There were gaps, however, in the areas of financial 

impact on the public system. Information regarding specific funding and allowances in the 

Finnish system would be helpful in furthering the current study.   

 

Weather Forecasting and Television 

 Adding to the background of television, the current study is focusing, primarily, on the 

effects that both commercial and public broadcasting systems may have on the science of 

broadcast meteorology. Similar to the vast amounts of information available on the commercial 

broadcasting industry in the U.S., there was a wide range of topics dealing with broadcast 

meteorology and its association with the media. The decision on what to include for review was 

based heavily on whether or not the source contained references to the effects that television 

stations may have on the forecasts that their broadcasts meteorologists were putting on the air. 

Such examples include articles by Wood‘s article on computer models, Socci‘s on credibility, 

and Stuart, Schultz, and Klein‘s text on the role of humans. The concern of many of the studies 

reviewed was that a commercialized industry is having a negative effect on the ability for these 

meteorologists to produce accurate forecasts grounded in the science behind weather forecasting 

itself. Again, Socci discusses increased competition between stations unrealistic forecasting 

periods as a culprit (Socci, 2007). Socci is supported by the American Meteorological Society 

(AMS). In addition, Wood is concerned that computer models coupled with TV weather 

forecasts can lead to confusion and misrepresentation when it comes to informing the public 

(Wood, 2008). This information is exactly what needs to be investigated further. Finally, Stuart, 
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Schultz, and Klein mention that many forecasters are unqualified for their jobs and more 

knowledgeable forecasters need to be present (Stuart, Schultz, & Klein, 2007). There was, 

however, little information available regarding how weather forecasters function in a public 

broadcasting system.  

 Members of meteorological academic communities have the loudest voice when 

broadcast meteorology is concerned, and they provide a majority of the information regarding 

this subject. For example, sources from the AMS, like Socci‘s, are greatly concerned with this 

area of study, and one of their main arguments is that commercialized television is pushing 

broadcast meteorologists to forecast for unreasonable periods of time. Socci gives examples of 

10- and 15-day forecasts that, they claim, lack scientific skill and accuracy (Socci, 2007). 

Considering this point, the AMS provides a great deal of information and argumentation for the 

advancement of weather forecasting. Lorditch‘s article on such advancement goes into detail 

about the strides that have been made in the science. For example, Lorditch states that flashflood 

forecasting has improved 43 percent in the recent decade (Lorditch, 2009). Overall, the 

information that can be found within these sources can greatly enhance the understanding of the 

successes and failures that can be seen within the field of broadcast meteorology. Further 

research will still need to be conducted, however, to examine the effects a public broadcasting 

system may have on weather forecasting for television.  

 

Differences in Forecasting Technique 

 In addition to interests in the types of broadcasting that employ meteorologists, literature 

pertaining techniques in weather forecasting was obtained and reviewed. Research conducted in 

this area will seek to improve forecast quality and accuracy. Sources like the Finnish 
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Meteorological Institute (FMI) dealt with the process of gathering meteorological data and 

interpreting the information via scientific methods. According to FMI, such methods include 

satellite imagery, local observations, and sea buoys (Institute, 2008). Out of all the literature 

reviewed, these sources provided the most detailed look at topics like data collection, 

interpretation and forecast generation. In addition to detailed descriptions of data collection, like 

those found Benkiran and Greiner‘s article, these sources also provided the greatest comparison 

between forecasting in the U.S. and Finland. For example, Benkiran and Greiner mention that 

―data assimilation in meteorology has generally been performed in an intermittent manner over 

the last decades‖ (Benkiran & Greiner, 2008). Taking into consideration the heavy reliance on 

computer models, as mentioned by Wood, it may seem that there is little comparison to be made 

between Finland and the United States.  

 Both countries, however, have their own means of utilizing these models and errors and 

successes may be found on either side. Wood‘s article discusses a false forecast that predicted 

too much snowfall for Philadelphia (Wood, 2008). On the other hand, Lorditch cites an increase 

in hurricane track prediction from 336 miles to 111 miles over a 20-year period (Lorditch, 2009). 

Once again, the AMS examines the existence of computer models in the forecasting process. 

Stuart, Schultz, and Klein speculate on the future of forecasting if computers were to take the 

place of human intuition (Stuart, Schultz, & Klein, 2007). This information details the number of 

forecasters that view their job as mechanical and a source of income and discusses how the 

advancement of computer-model technology could easily replace these people and have a 

negative or positive effect on the science of weather prediction in America (Stuart, Schultz, & 

Klein, 2007). On the other hand, Finnish sources, like the FMI, indicate a reliance on computer 

models that can easily be compared to that of the U.S. in the way that ensemble forecasting is 
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utilized (Institute, 2008). Either of these techniques have an effect on the accuracy and skill of 

broadcast meteorology. 

 

The Current Study 

 As mentioned before, the research in progress seeks to find a solution for economic woes 

that may be facing both the public and commercial television broadcasting industry. Although it 

is difficult to determine the initial effects of the crisis on the industry without conducting further 

research, the literature reviewed does provide a strong background in the history, development, 

and operation of both broadcasting sectors. The overall goal of this research is to determine 

which elements of both public and commercial companies could lead to the success of each. 

More specifically, the study will investigate the way broadcast meteorology is affected in each 

circumstance and what kind of solution can be constructed for those companies that are 

sacrificing scientific accuracy for entertainment value. 

 

Methodology 

 For this study, there was a specific methodology employed throughout the research 

process. Analyzed in the research is literature on the topics of broadcasting, journalism, and 

weather forecasting. The information obtained for these three main areas was obtained through a 

variety of research methods. Literature on each subject was reviewed in addition to interviewing 

professionals in the respective fields. From the research and general knowledge of the study 

subjects, the concepts overviewed focus on the broadcasting industries of both America and 

Finland. Specifically, the study deals with standards of journalism in weather forecasting and 

broadcast meteorology. The research being conducted in this study is similar to numerous studies 
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conducted by the American Meteorological Society in the way that it analyzes accuracy of 

forecasts and developments in forecast technology. Similarly, studies conducted by the Finnish 

Meteorological Institute (FMI) relate to the current research being conducted. The FMI analyzed 

different methods of data collection and forecast generation, which is what this study analyzes in 

addition to placing that data next to a journalistic standpoint. The research is different in the way 

that it compares both public and commercial broadcast companies in both the United States and 

Finland and focuses on the subject of broadcast meteorology. The combination of these fields 

combines elements of research from studies like Socci, Mustonen and Pulkkinen, Seppänen.  

 The data examined in this study comes from a variety of sources and can be analyzed in a 

number of different ways. From the broadcast side, numbers of viewers per station, customer 

surveys, and ratings polls are reviewed. Using a comparison between the public and commercial 

stations, and understanding of which type of broadcasting company will be ascertained. Statistics 

regarding the accuracy of forecasts throughout select time periods will also be examined to 

determine whether or not accuracy increased or decreased over time in both the public and 

private sectors. The criteria came from published statistics provided by specific television 

stations. In addition, interviews with professionals in the broadcast journalism and television 

media industries are used as a supplement to the statistical data collected. These professional 

testimonies and reports come from a variety of sources ranging from professors of broadcast 

media to broadcast meteorologists.   

 As with all studies, this study has its share of limitations. The science of meteorology is 

an ever-changing field. As technology improves and the accuracy of forecasts changes year to 

year, it is impossible to make a solid definition of which area, commercial or private, is the best 

choice. As some stations acquire more funding, their technology may increase their ability to 
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give the best forecasts over time. With a set time period for research, advances in the technology 

and accuracy of forecasts has the potential to change dramatically at the conclusion of this 

research. In addition, access to financial records and commercial funding to the stations featured 

in this study are limited. Without exact financial statistics, the correlation between funding and 

forecast accuracy cannot be defined exactly.  

 This study serves as an opportunity for journalists and, specifically broadcast 

meteorologists, to determine what areas need to be improved when it comes to reporting. With 

the competition between public and private stations ongoing across the globe, this study will help 

future journalists determine which kind of station suits their ideals best. On the other hand, this 

study does not provide information on which station will lead to a journalists‘ maximum success 

as far as careers are concerned, nor does the research supply data on the specific accuracy 

specific journalists‘ reports. 

 

Research 

 The research conducted during this study yielded several results that paint an interesting 

picture for the modern television broadcasting scene both here in America and in Finland. With 

the literature on the topic, interviews with professionals, and statistics available for the stations 

involved, information on which direction the industry is headed was able to be found and 

interpreted.  

MTV3 

 The Finnish broadcasting company known as ―MTV3‖ was an important focus point in 

the research of this study. According to the MTV Media site, the station has been in operation 

since 1957 and was the first commercially funded station to broadcast in Finland (MTV Media, 
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2008). The creation of MTV3 was a major step in the commercial revolution that Western 

Europe was about to experience. The station was third to join Europe‘s ―two other commercial 

TV companies: the UK‘s ITV and the Central European RTL‖ (MTV Media, 2008). Interestingly 

enough, the stations earliest programs were broadcast using public competitor Yleisradio‘s 

airwaves (MTV Media, 2008). Throughout its history, MTV3 developed business strategies 

similar to American counterparts. When it comes to commercial broadcasting companies, there 

were few differences between the Finnish MTV3 and American WTAE-TV in the area of station 

revenue. Based on several interviews with professionals in the field like International News 

Correspondent, Kalle-Ville Lathtin, two broadcasting stations are both funded by commercial 

revenue (Lahtinen, 2009). The sale of advertisements and promotional campaigns by company 

sales representatives is the major source of funding for the programming and broadcasts and is 

directly affected by the economic conditions facing the stations‘ respective nations and the 

world‘s economy. The ability for stations to hire personnel and develop new programming is 

directly influenced by the amount of money being brought in from advertisements. As the 

economy goes down, the number of people working for a station and the number programs 

offered goes down as well. MTV3 has experienced this downfall in recent months according to 

Lahtinen. Commercial sales essentially stopped in December of 2008 which left network 

executives high and dry (Lahtinen, 2009). This decrease in revenue has caused some networks to 

make drastic changes. Because of these changes, MTV3 had to revise its budget for 2009 

(Lahtinen, 2009). Cuts from production were among a small portion of the alterations made. 

Revisions included cutting morning news programming, cutting European Election coverage, 

and reducing the overall budget to 20% of what it had been in the previous edition (Lahtinen, 

2009). With the commercial news companies competing with other stations as well as publicly 
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funded stations, these cuts are never a good move. Because of the nature of funding, however, 

they are necessary in order for a station to stay afloat. Over time, these cuts may lead to loss of 

viewers and reputation as news programming is impacted.  Of course, in a good economy, the 

opposite is true. According to MTV3‘s publicly distributed annual report for 2008, MTV3 was 

reaching four million viewers every week (Metula, 2009). This number of viewers is a 

considerable number when the Finnish population is taken into account. With an estimated 

population of 5.3 million people at the end of 2009, this commercial station has a broad share of 

Finnish viewers (Google, 2010). In addition, the report mentions an increase in viewers and 

internet users. This increase report states weekly visitors to the MTV3 News Site was up 35% in 

2007 (Metula, 2009). Information regarding viewer demographic was also obtained from this 

station. The report discloses that the MTV3 is the number-one station for the 25-54 year-old 

population (Metula, 2009). All of these statistics combined make MTV3 the largest ―media 

house‖ in Finland. With daily news content totaling three hours across 10 different shows prior 

to the budget cuts, it is no surprise that this commercial station has taken the majority of viewers 

away from the publicly funded station ―YLE (Metula, 2009).‖  

 

YLE 

 Yleisradio (YLE) has been broadcasting television and radio since the early part of the 

20
th

 century. The station first began to broadcast to Finland in 1926 (Marketing, 2010). The 

difference between YLE and MTV3 is the source of funding. According to Gregory F. Lowe, 

professor at the University of Tampere, Finland, YLE‘s revenue and financial support comes 

from the government (Lowe, 2009). Basically, all Finns pay a tax for television service. This tax, 
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in turn, goes to the government to support the television programs being broadcast over the 

Finnish airwaves (Lowe, 2009). With this constant tax and income for YLE, the stations under its 

control have a steady flow of cash to put into programming. This programming is aimed at what 

Finns are said to want to see. It is for this reason that YLE‘s core value is to serve everyone 

(Lowe, 2009). While this may be true, the popularity of paying a tax for television is waning. 

With the technological revolution that is taking place across the globe, people are looking for 

new, exciting, entertaining and free ways to get their news. YLE just does not offer all of these 

attributes. In general, the Finns view the station and its news to be ―credible, fair, accurate, and 

boring (Lowe, 2009).‖ On the other hand, Finns find the commercial stations, like MTV3, to be 

―entertaining, interesting, fun, but not very trustworthy (Lowe, 2009).‖ Clearly there is a 

difference between the two types of stations. It is no wonder, then, that Europe is beginning to 

move toward a more commercialized broadcasting system. With success in the United States, the 

trend seems to be growing worldwide. With the economy in such bad shape in the recent months, 

however, it is difficult to predict just how drastic the move toward commercialism may be.  

 

WTAE 

 With so much competition going on in Europe, an American perspective on the situation 

is required to judge how different stations are being affected and what can be said for the future 

of commercial and public stations. One specific station involved with this study is WTAE-TV in 

Pittsburgh, PA.  WTAE is similar to MTV3 in the way that it is a commercially funded station 

which generates much of its revenue from the sale of advertisements (Cropper, 2008). Unlike 

MTV3, however, WTAE is one of hundreds of smaller television markets across the United 

States. In fact, WTAE was most recently ranked 23
rd

 out of the top 210 markets in America 
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when it comes to size and number of viewers (Nielsen Media Research, 2009).  Considering the 

audience size, broadcast size, and business model, this makes WTAE and MTV3 comparable. 

The major difference between the two stations is that MTV3 is competing for viewers across the 

entire nation of Finland. In the past decade, however, MTV has seen a rise in competition from  

stations like Nelonen, which is also a small-niche-audience station. WTAE is facing fierce 

competition from two additional Pittsburgh-based stations, both of which are commercial 

(Cropper, 2008). This competition between the three stations taxes advertisers to the limit, and 

with the recent downfall in the economy, many of these advertisers have cut back. This trend, 

along with changes in technology, has created a visible impact on the way WTAE does news. 

The elimination of a ―weather producer,‖ robotic cameras, and a reduced number of broadcast 

meteorologists are only a few of the signs that the station is looking for ways to save money 

(Cropper, 2008).  

The Future of Broadcast Television 

 With the answers found from researching both commercial and public stations, 

conclusions may be drawn about the future of either sector. With technological revolutions like 

the Internet and the increasing number of web sources for television, news, and weather, stations, 

both public and private, are being searching for new ways to bring in business, viewers, and 

readers. Originally, these companies had different origins and reasons for their chosen method of 

funding. YLE, for example, was begun in the 1920s, because it was the Finnish and the Western 

European belief that radio, and eventually television, had the ability to change the masses (Lowe, 

2009). YLE was kept publicly funded through the government to prevent developing communist 

groups from starting their own private companies with potentially sinister goals (Lowe, 2009). 

With this powerful new tool to communicate with entire countries, Europe and Finland were 



38 
 

strict in regulating the broadcast industry. With the endless possibilities for the dissemination of 

news, i.e. the Internet, Facebook, Twitter, YLE‘s methods of broadcast are obsolete. America, on 

the other hand, saw broadcasting in a different light. Because of the capitalist economy in the 

states, media in America became based on ―select groups‖ rather than the population as a whole 

(Lowe, 2009). Television and radio became supported by those who were able to afford such 

technology, which led to the commercially-funded system still in place today. America‘s 

unwillingness to trust the government during various periods throughout the 20
th

 century also led 

to the scarce development of government-funded television (Lowe, 2009). While America‘s 

commercial television still dominates the airwaves in the United States, the historically 

―standard‖ public television in Finland has lost ground to the rise of the European commercial 

system. This shift began in the 1980s after the European Union pressured members to create 

commercial media in order to enhance ties between European countries (Lowe, 2009). This has 

since created a constant dialogue between the two systems. The commercial sector claims that 

the public stations distort the market place and gets into subjects they should not like pop music, 

and the public side retaliates often claiming that the commercial stations do not care about the 

poorer population of Finland. (Lowe, 2009). As a result of this conflict, there is a constant 

discourse in Finland about what media should be and what its function should be. In the U.S., 

this discourse is often seen between competing commercial stations. The absence of a prominent 

public sector in America leaves what disagreements could arise up to speculation. What is clear 

with both public and commercial companies in both Finland and America is that broadcast news 

is losing viewers to partisan newscasts like FOX (Lowe, 2009). Trends in editorial newscasts are 

on the rise and some stations are finding it difficult to adapt. Challenges facing the future of 
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broadcast media in both Finland and America are how to get young viewers/readers interested 

and what a new more successful business model may look like. 

 

Conclusions 

 As stated before, the purpose of this study was to focus on a comparison between the 

broadcasting systems of Finland and the United States. The comparison sought to find which 

system features the most quality programming with regard to broadcast journalism. The 

comparison showed the differences and similarities between the two systems and determined 

which system provides the most accurate and objective reporting in the areas of news and 

weather forecasting.   

 After reviewing all the research and drawing final conclusions, the results of this study 

speak for themselves. With the current economic situation and lack of funding for some 

commercial stations, the quality and accuracy of broadcasts and forecasts can be affected. Where 

cash flow is steadier and stations can rely on continuous public support, the number of people 

working on a story is greater than that of similar stations that are losing money and, 

consequently, losing people. This is a direct result of the fact that news and weather forecasts are 

for a profit. If the number of viewers wanes, advertisers will no longer buy commercial airtime 

during news broadcasts. With the lack of commercial revenue, broadcasts inevitably suffer. 

Though a difference was originally thought to exist between the style of broadcasting found in 

Finland and the style in America, aside from language and cultural differences, the journalists‘ 

story-telling part of the reporting was very similar. Though the advances in technology have led 

to more accurate reports and forecasts as a whole across the globe, the number of people 

available to interpret the data being put out by that technology has dwindled in some markets due 
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to the current economic conditions. With a more extended research period spanning multiple 

years, rather than months, a more accurate assessment of the differences between the two 

countries may be made. Questions about forecast accuracy across different seasons would be 

examined further in addition to tracking the accuracy of temperature and conditions on a day-to-

day basis for both Finnish and American stations. Finally, as the technology associated with 

content being broadcast via the internet develops and improves, additional research could be 

conducted on the effects this revolution has had on the television industry.  
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Abstract 

 

Corporate sponsorships have become strategic tools allowing companies to reach desired 

consumer groups, achieve an advantage over their competition, and ultimately grow their 

business (Meenaghan, 1998). Sport properties are the largest platforms for sponsorships with 

sport sponsorship spending reaching $8.31 billion in 2005 in the United States alone (Mullin, 

Hardy, & Sutton, 2007). Because of this, it is important to ensure that sport sponsorship 

agreements are beneficial for both the sport property and the sponsoring company. Keys in 

achieving this are the existence of clearly defined, measurable sponsorship goals and the 

investment in a well designed and well executed sponsorship activation plan (Lee & Cho, 2009; 

Olkkonen, 2001; Papadimitriou, Apostolopoulou, & Dounis, 2008).  

The purpose of the present study was to examine sponsorship activation strategies in light 

of stated sponsorship goals. The subjects of study were four companies that have invested in 

sponsorship agreements with a professional (NHL) US-based hockey franchise. Through in-

depth interviews with company-sponsor executives and one team representative in charge of 

servicing these accounts as well as a review of secondary sources, information was generated on 

the goals of each sponsor and the strategies/tactics used to activate their sponsorship agreements. 

Stated company goals included increasing sales, showing a sense of local pride, increasing brand 

visibility and recognition, and rewarding company employees. The partnerships were activated 

mainly through coupons, in-arena signage, program advertisements, program sponsorships, 

hospitality options, and contests.  

The findings of this study can help sponsoring companies by proposing activation 

strategies that have been successful in achieving a desired goal. They can also guide sport 
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organizations in providing their corporate partners with appropriate benefits and activation 

concepts based on sponsors‘ goals. 
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Introduction 

 

 Sponsorships are becoming very important tools for companies in their attempts to build 

their business and gain competitive advantage. Companies make sponsorship investments on a 

variety of platforms, including entertainment fairs and attractions, annual events, the arts, special 

causes, and sport. Out of all the different platforms, sport is the largest area for sponsorships 

worldwide (Meenaghan, 1998). This form of marketing has seen tremendous growth partially 

because, when compared to more traditional forms of promotion, sponsorships are received 

better by consumers (Meenaghan, 2001a). Companies are able to get more for their investment 

since consumers see these sponsorship efforts as being socially conscious, while they tend to 

view other types of marketing as both aggressive and intrusive. In addition, sponsorships have 

been proven effective because people who are highly involved in the activity or event being 

sponsored are more likely to support a brand that is a sponsor (Meenaghan, 2001b).   

Extensive research has been conducted on the topic of sport sponsorship, including the 

areas of sponsorship objectives and the strategies that sponsors use to activate the sponsorships. 

It is important to determine what makes the partnership effective for both the property and the 

sponsor—toward which this research hopes to contribute. The two main goals of the present 

research are 1) to examine sponsorship goals and activation strategies of a set of team sponsors 

and to identify potential differences based on the sponsors‘ investment level and 2) to explore 

whether certain sponsorship goals are better addressed by certain activation strategies. The 

findings of this study can serve as guidelines for sport properties and corporate partners in the 

design of effective activation plans in light of sponsorship goals. Furthermore, the present 

research effort can add to the relatively limited research that involves the concurrent study of 

sponsorship goals and activation strategies (Cornwell & Maignan, 1998).  
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Literature Review 

 

 In order to have a better understanding of sport sponsorships, prior research was reviewed 

in the areas of general sport sponsorships, sponsorship objectives, and activation strategies. 

Understanding the impact of sport sponsorships, the objectives companies attempt to achieve 

through sponsorship, and how companies utilize their sponsorship rights will allow for a more 

complete analysis of the four sponsors interviewed in this present research. 

Sport Sponsorship 

 Sport has become a very popular platform for sponsorship because it allows the company 

to access a continuously increasing audience, given the commercial growth of sport (Barros, de 

Barros, Santos, & Chadwick, 2007). In 2005, $12.10 billion was spent on sponsorships in the 

United States, with $8.31 billion going to sport sponsorships specifically. This figure represents a 

40.4% increase in sport sponsorship spending between 2000 and 2005 (Mullin, Hardy, & Sutton, 

2007). In addition, consumers tend to view sport in a more positive light than other activities. 

The entertainment, competition, and sense of accomplishment in sport make the industry more 

attractive to companies that wish to associate themselves with these traits (Mason, 2005). The 

companies that choose to become sponsors should not be the only party that benefits. All 

sponsorship agreements should be beneficial to both the sponsoring company and the 

organization or event (Stier & Schneider, 1999). If either party does not benefit from the 

partnership, then it is not a good decision to continue with the sponsorship. 

 A variety of benefits come about from sport sponsorships, including an increased public 

awareness for a company and possible sales benefits (Meenaghan, 1991). Sponsorships have 

become a proven method of promotion by allowing companies to be more cost-effective, 

providing new opportunities and greater media coverage, and addressing some of the 
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inefficiencies that are present in traditional forms of media (Meenaghan, 1991). Companies that 

take part in sponsorships have been able to differentiate themselves from their competitors, 

thanks in part to the exposure that these agreements tend to receive (Cornwell, Weeks, & Roy, 

2005). It is unrealistic for companies to expect all of these benefits just because they choose to 

become a sponsor. A proven way to obtain these benefits in an effective sponsorship is by 

ensuring that there is a meaningful link in terms of target markets or image between the 

sponsoring company and the organization or event (Crimmins & Horn, 1996). If a strong link is 

not present, the sponsorship may not work out as well as anticipated and the company‘s 

objectives may not be achieved.  

 Companies are starting to utilize sponsorships in their overall marketing plans and are 

now seen as an investment for the company instead of a donation, which was the case many 

years ago (Meenaghan, 1998). Companies are not looking to give money without receiving some 

benefits themselves. Also, sponsorships are a global trend, just as many other practices in the 

business world (Terukazu, 2001). Both of these reasons, along with others, have dramatically 

increased the place for sponsorships in the marketing plans of companies. Because of this, 

extensive planning and strategic initiatives are required to make a sponsorship beneficial for a 

company, just as with other forms of advertising (Papadimitriou, Apostolopoulou, & Dounis, 

2008). Not all sponsors take the proper steps before implementing a sponsorship, but the 

companies that do proper planning experience success (Papadimitriou et al., 2008). The planning 

that is now required for these partnerships makes research on the topic very valuable in order for 

sport organizations to provide sponsoring companies with the best possible investment. The first 

step in planning a successful sponsorship is determining what the company wishes to achieve 

through the partnership. 
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Sponsorship Motives and Goals 

 Just as with other forms of promotion, companies undertake sponsorships with different 

motivations in order to satisfy a variety of objectives (Gardner & Shuman, 1987). These motives 

and goals will vary from company to company and tend to depend upon the company values and 

overall strategies currently in place (Apostolopoulou & Papadimitriou, 2004). Some of the goals 

that have been analyzed in past research include increasing brand awareness, enhancing brand 

attitudes, strengthening brand image, developing relationships among business partners or 

workers, facilitating personal communication and interaction, and enhancing existing 

relationships (Clark, Lachowetz, Irwin, & Schimmel, 2003). Other companies look to build 

community relations through a sponsorship (Covell, 2008). Sport provides a great opportunity 

for companies looking to achieve a community relations goal because many teams and leagues 

get involved in corporate social responsibility activities, providing potential sponsors with 

programs that are already established in addition to new programs (Babiak & Wolfe, 2009; 

Bradish & Cronin, 2009; Godfrey, 2009; Sheth & Babiak, 2010; Walker & Kent, 2009). Some 

sponsors even hope to build the image of an entire sport through their sponsorship, such as 

Guinness sponsoring the sport of hurling in Ireland. Through their partnership with the Gaelic 

Athletic Association, Guinness helped in ―developing the contemporary, vital, and modernizing 

image of hurling,‖ resulting in an increase of attendance for matches and participation in the 

sport (Meenaghan, 2002). A company cannot go forth in the sponsorship process without first 

making decisions on which goals they wish to achieve through the sponsorship. Once a company 

determines the goals for a potential sponsorship, it is important for them to then analyze targeted 

events or organizations, especially to determine whether there is a fit between the sport property 

and the sponsor in terms of brand image and/or target, to make sure that they will be able to 
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succeed with their goals (Lee & Cho, 2009; Olkkonen, 2001). The goals serve as a type of guide 

for companies when it comes to deciding how the implement the sponsorship. 

Sponsorship Activation 

 Once the goals are determined, it is important to activate the sponsorship in order to 

achieve those goals. Activating the sponsorship is such a key component in any partnership that 

any sponsor who does not properly activate their agreement is ultimately wasting their entire 

investment in the plan (Chavanat, Martinent, & Ferrand, 2009). Activation is considered to be 

―any activity that is performed in conjunction with the sport sponsorship that requires resources 

above and beyond those provided within the sponsorship package‖ (Irwin, Sutton, & McCarthy, 

2008, p. 192). Normally, companies spend anywhere from $1 to $5 for every dollar spent on 

obtaining sponsorship rights (Papadimitriou & Apostolopoulou, 2009). A sponsorship is more 

than just purchasing the rights to be a sponsor, and companies must spend additional money in 

order to activate the sponsorship and reach their target audience (McDaniel, 1999). When 

activating a sponsorship, research has shown that a company should focus on a target market that 

is emotionally attached to a sport property with it and choose the most effective tools to reach 

that target market (Ferreira, Hall, & Bennett, 2008). Companies can choose to activate their 

sponsorships in a variety of ways. Some examples include advertising heavily during televised 

events, placing on-site signage in strategic locations, running contests for both on-site and media 

users, and having sales promotions (Bennett, Ferreira, Lee, & Fritz, 2009). In addition to these 

methods, there are nearly an infinite number of possibilities depending upon what the company 

wishes to achieve and the creative capacity of the company. Companies also tend to determine 

how they activate their sponsorships based on their corporate identity (Cunningham, Cornwell, & 

Coote, 2009). If a company uses an activation strategy that is not related to a company‘s public 
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image, consumers may question the sponsorship because the sponsor and sport property would 

not appear to have a connection. 

 Activating a sponsorship is not something that is simply done once and is left alone. It is 

an intricate process that a company must fully engage itself in if it wishes to make the most of its 

investment. In order to turn the sponsorship into a long-term advantage, a company must fully 

integrate the sponsorship throughout the company‘s marketing mix when it comes time for 

activation (Farrelly, Quester, & Burton, 1997). Activation strategies should be created before a 

sponsorship is finalized so that companies can immediately utilize the benefits, something that 

companies with sponsorship success have done (Papadimitriou & Apostolopoulou, 2009). 

Research by Amis, Slack, and Berrett (1999) confirms this notion, but only North American 

companies have fully adopted this strategy. This long-term planning proves to be extremely 

important in the case of sponsoring large events, such as the Olympic Games (Shell, 1992). In 

the end, successful sponsorships by companies have included those which have done a lot in 

terms of activation (Papadimitriou & Apostolopoulou, 2009), have high brand recall and brand 

preference by consumers thanks to including advertising in the activation (Nicholls, Roslow, & 

Dublish, 1999), and have a strong fit between the company and the event or organization being 

sponsored (Gwinner & Bennett, 2008). 

Methodology 

 

 This study focused on corporate partners of a US-based National Hockey League (NHL) 

team. Over the past few seasons, the team has enjoyed great success and has continued to build 

its fan base locally, as well as nationally. In addition, the team also moved into a new arena, 

providing both the team and sponsors with many more options for their sponsorships. Four 

companies were chosen, each one at a different investment level with the team. The NHL team 
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did not have any specific breakdown of sponsorship levels, with the exception of the highest 

investing sponsors who are considered ―Founding Partners.‖ Each company was then contacted 

to determine if they would be willing to participate in the study. After each company agreed to 

participate, a semi-structured interview was conducted with the person from the company 

involved with the sponsorship with the team. The interview included questions about the 

company‘s sponsorship with the hockey team, including questions about sponsorship goals, 

benefits received, investments, and activation strategies. In addition, questions were asked about 

other sponsorships the company is involved in. The sales representative from the hockey team 

who is responsible for all four accounts was then interviewed to gather information. Questions 

about benefits, activation methods, and other account details were asked for each company. The 

interviews took place during September and October 2010 and were recorded for future use. Two 

of the five interviews were conducted face-to-face, while the remaining three were conducted 

over the phone. The interviews were then transcribed and the content was analyzed. Themes 

were created based on existing sponsorship literature. 

 

Results 

Table 1: Company Profile 

 Product 

Category 

Year Based (regional, 

national) 

Other Sponsorships 

Sponsor 

A 

Casual 

Dining 

1964  International(regional 

marketing) 

 No other sponsorships 

with the regional 

marketer 

Sponsor 

B 

Retail 

(clothing) 

1977  International 

 Local headquarters 

 Professional football 

team (similar ticket 

program) 

 Professional baseball 

team (similar ticket 

program) 

 Indoor concert naming 

rights 
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 Sponsor of NCAA 

Men‘s basketball 

conference 

championship 

tournament 

Sponsor 

C 

Canned 

Seafood 

2008 

(acquired 

by new 

parent 

company 

 National 

 Local headquarters 

 Sponsor of hockey 

post-game shows on 

regional sports station 

Sponsor 

D 

Non-

alcoholic 

beverages 

2008 

(merger) 
 International 

 Local distributor 

 Arena naming rights 

 Pouring rights in 

stadiums/arenas 

 Sponsor of NCAA 

football conference 

championship game 

 Professional baseball 

team (energy drink 

brand) 

 Indoor concert (energy 

drink brand) 

 Local entertainment, 

shopping, and dining 

complex 

 

Sponsor A: Casual Dining Restaurant 

 Sponsor A was founded in 1964 and is an international brand in the restaurant industry. 

While the restaurant is a global brand, marketing is conducted regionally. In this case, a separate 

agency handles the marketing for Sponsor A in the area that the NHL team is located. Sponsor A 

has had a relationship with the NHL team since the 2006-07 season. The current deal in place is 

a one-year deal, with Sponsor A investing nearly six figures per year into the deal. Part of the 

investment includes in-kind payments to the team. 

Going into the sponsorship with the NHL team, Sponsor A was looking to increase sales and 

traffic to its locations, as well as increase awareness among its target markets, as ―their [the 

team‘s] ticket holders are our [Sponsor A] guests‖ (personal communication, September 20, 
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2011). This includes families and their children along with younger adults. Through their 

sponsorship with the team, Sponsor A received the following benefits: 

 Advertising support 

 Program sponsor 

 In-arena signage 

 Print advertising 

 Access to tickets 

 Right to kids‘ club logo 

Sponsor A has activated the sponsorship in many ways leveraging these benefits. Sponsor 

A is the away game headquarters for the NHL team. This allows a different restaurant in the area 

to host a viewing party for the team‘s away games. These parties are held once a month and are 

promoted through the team‘s website. Sponsor A is also the sponsor for the NHL team‘s kids‘ 

club. This program provides children with different items, including folders and picture frames, 

which promote the team and the restaurant in order to try and generate traffic to the different 

locations. For the 2010-11 season, the kids‘ club was made free for children between the ages of 

5 and 12. Sponsor A does not have the rights to the team‘s logos and marks. However, they do 

have the rights to the kids‘ club logo, which includes the NHL team logo and the restaurant‘s 

logo. Some of the tickets that the company receives are also used for giveaways, such as during 

the away game viewing parties. 

Regarding in-arena activation, Sponsor A utilizes digital ad displays to show company 

advertisements. These ads are shown throughout the arena on over 70 display screens that are 

located on all levels of the arena. All of the screens show the same image, resulting in complete 
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coverage throughout the arena for a sponsor. Sponsor A also has an advertisement in the free 

game program that is given to fans as they enter the gates. 

One final activation method that Sponsor A uses is couponing. Sponsor A has the right to 

the back of parking stubs for all parking lots located around the arena. They have decided to 

place a coupon on the back of the parking stubs in order to generate traffic to their restaurants. In 

addition, there is a listing of the area locations for the restaurant so that fans know where they 

can redeem the coupon. As the company representative stated, ―The parking ticket back was the 

number one piece to our traffic driving initiative‖ (personal communication, September 20, 

2010). 

As part of their activation strategy/investment, Sponsor A spends an additional $5,000-

7,000 each year for signage in the area restaurants. This signage is mainly used to advertise the 

kids‘ club and includes large floor stickers that are placed at the entrances of some of the 

locations. Despite proposals by other professional sport teams in the region, Sponsor A‘s 

regional marketer has not entered any other corporate sponsorships because they feel that no 

other team could match the return they receive from this NHL team. 
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Table 2: Relationship with NHL Team 

 Length of 

Relationship 

Term of 

Deal 

Investment/Year Benefits 

Sponsor A Since 2006-07 

season 

1 year Nearly 6 figures 

(high 5 figures; 

partly in-kind) 

 Advertising support 

 Program sponsor 

 In-arena signage 

 Print advertising 

 Access to tickets 

 Right to kids‘ club 

logo 

Sponsor B Since 2009-10 

season 

5 years 7 figures  Official designation 

 Print advertising 

 In-arena signage 

 Landmark 

entitlement 

 Program sponsor 

Sponsor C Since 2008-09 

season 

5 years High 6 figures  In-arena signage 

 Community 

event/contest 

 Radio advertising 

 Print advertising 

 Official designation 

 Access to tickets 

Sponsor D Since late 2008-

2009 season 

Not 

disclosed 

Not disclosed  Service rights 

 In-arena signage 

 Print advertising 

 Access to tickets 

 Rights to team 

marks and logo 

 Official designation 

 Community 

initiative opportunity 

 

Sponsor B: Retail Clothing Company 

 Sponsor B was formed in 1977. It is an international brand in retail clothing with its 

primary presence in the United States. The company has its headquarters locally. Sponsor B is 

only in its second year as a partner with the team and signed a five-year, seven-figure deal with 

the team beginning with the 2010-11 season. 
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 Sponsor B wanted to increase awareness among its target markets, particularly high 

school and college students, and become involved in the community because of its local ties. 

Sponsor B received the following benefits for their investment with the NHL team: 

 Official designation (―Founding Partner‖) 

 Print advertising 

 In-arena signage 

 Landmark entitlement 

 Program sponsor 

Sponsor B is considered a ―Founding Partner‖ of the team, which is the highest level of 

investment. Because of this designation, Sponsor B‘s logo and name are mentioned whenever 

this group is referred to in advertisements, on in-arena signage, and on the team‘s website, 

among other places. In addition, Sponsor B has utilized the free game program and placed an 

advertisement inside the booklet. One of the entrances to the arena is named after Sponsor B and 

is an area where they have activated the sponsorship heavily. The company has its logo on large 

LED pucks that display information about upcoming events. In addition the pucks, there are 

many other LEDs and signage around the gate area which bear the company‘s logo. The 

company receives more exposure since the gate is referred to by the company name on signage 

throughout the entire building. Sponsor B also activated their benefits by placing their logo on a 

dasherboard, including one with high camera visibility. 

One final activation method for Sponsor B is the student ticket program that they 

coordinate. Local students are eligible to receive a discounted ticket for hockey games on a first-

come, first-serve basis. There are also certain games where more tickets are allotted for the 

student ticket program. For these games, the waiting line turns into a little party. The company 
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representative went on to say that ―These events are all about creating a good atmosphere and 

putting [Sponsor B] in a good, positive light for those involved‖ (personal communication, 

September 21, 2010). During the 2010-11 season the program was extended to non-hockey 

events, including concerts.  

Sponsor B spends an additional $30,000-50,000 each year to support the student ticket 

program. In order to place their logo on the entrance to the arena bearing their name, Sponsor B 

spent roughly $10,000-20,000 for signage production. 

Sponsor B‘s sponsorship with the NHL team is not the only one they have in the area. 

Sponsor B also sponsors a similar student ticket program with the professional baseball and 

football teams in the city. Sponsor B purchased the naming rights to a local indoor concert 

venue. Sponsor B also has a national sponsorship through their sponsorship with a major NCAA 

men‘s basketball conference tournament. 

 

Table 3: Goals and Activation Strategies 

 Goals Activation Strategies Additional 

Investment 

Sponsor A  Increase sales 

 Increase 

awareness in 

target markets 

 Away game 

headquarters once a 

month 

 Digital ad displays (full-

screen) 

 Kids‘ club sponsors 

 Game program 

advertisement 

 Use tickets for 

giveaways 

 Coupon on the back of 

parking stubs 

 $5,000-7,000 per 

year in the 

restaurants for 

additional signage 

(e.g.,. for kids‘ 

club) 

Sponsor B  Increase 

awareness in 

target markets 

 Involvement with 

 Game program 

advertisement 

 Dasherboard 

advertisement 

 $30,000-50,000 

extra for student 

discount program 

 $10,000-20,000 
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the community  Name on gate to arena 

 Logos on LED pucks 

 LED/logos all around 

named gate 

 Student discount ticket 

program (includes non-

hockey events) 

 Founding partner 

designation 

for gate 

activation/signage 

Sponsor C  Increase public 

awareness of 

company 

 Enhance staff 

relations and 

motivation 

 

 Digital ad displays 

 LED ads (upper and 

lower ribbon) 

 Videoboard feature (3 

stars of the game) 

 Youth hockey shootout 

competition 

 Radio advertisement 

 Game program 

advertisement 

 Party suite for 

employees 

 Official partner of the 

team 

 Tickets for employees 

 Dasherboard ad 

 Few additional 

activation dollars 

Sponsor D  Increase sales and 

market share 

 Increase public 

awareness of the 

company‘s 

products 

 Pouring rights in arena 

 Digital ad displays 

 Menu board signage 

 Game program 

advertisement 

 Loge box 

 Official energy drink of 

the team 

 Tickets used for 

promotions 

 Lucky cap promotion 

o Includes 

additional 

promotion in 

other stores 

Not disclosed 

 

Sponsor C: Canned Seafood Company 

 Sponsor C had headquarters located in the NHL team‘s city for years and had moved 

once it was bought by a parent company. In 2008, Sponsor C was acquired by a new parent 
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company and the headquarters returned to the city. Sponsor C is a national brand and its products 

are sold in supermarkets across the country. They have been a partner with the NHL team since 

the 2008-09 season and signed a five year deal prior to the 2010-11 season, valued in the high six 

figures each year. 

 One of the goals of Sponsor C‘s sponsorship with the NHL team is to increase public 

awareness of the brand and the company so that when consumers see their products in stores they 

will purchase them. In addition, they want consumers to know that they are back in the city after 

being away for a period of time. Another goal they set forth to achieve with this sponsorship was 

to enhance staff relations and motivation. Sponsor C has relatively few employees in their office 

in the city and wants to give their workers something to look forward to for their hard work. 

 Sponsor C receives the following benefits as part of their deal with the NHL team: 

 In-arena signage 

 Community event/contest 

 Radio advertising 

 Print advertising 

 Official designation (―Official Partner of the Team‖) 

 Access to tickets 

 Sponsor C has activated their sponsorship through a variety of in-arena signage including 

digital ad displays on over 70 screens throughout the building, as well as a dasherboard 

advertisement. In addition, Sponsor C receives recognition on the video board as the presenter of 

the ―3 Stars of the Game.‖ Sponsor C also has a radio ad on the NHL team‘s radio network, 

meaning that anyone listening to the game, whether on radio or online, will hear the 

advertisement during the game. Sponsor C is allowed to use the designation of ―Official Partner 
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of the Team‖ as well. The company also uses the tickets it receives as part of this sponsorship 

agreement to allow employees to enjoy the game in person, occasionally even in a party suite. 

 Sponsor C also holds a youth hockey shootout as a way to activate their sponsorship with 

the NHL team. Teams are invited down to the arena to participate in a shootout tournament. 

Signage bearing the company‘s logo is placed on the glass behind the net. The entire tournament 

was videotaped and mini episodes were produced to be shown during home games at the arena. 

During the second intermission of each home game during the season, a different matchup is 

shown on the video board until all of the episodes are shown. Sponsor C has their logo shown on 

the video board during the feature and they also receive recognition for their involvement in the 

contest during the narration of the event. 

 Outside of the investment in rights fee made to the team, Sponsor C spends very little in 

terms of activating the sponsorship. In addition to their sponsorship with the team directly, 

Sponsor C is also the sponsor of the post-game show for the team on the local television station 

that carries their games and maintains a relationship with the station. 

Sponsor D: Non-Alcoholic Beverage Company 

 Sponsor D took part in a merger in 2008 that allowed two well-known brands and their 

ancillary brands to now be managed under one company. Sponsor D is an international company, 

but it has local distributors throughout its markets. This local distributor for Sponsor D was 

responsible for the sponsorship with the NHL team that began late in the 2008-09 season. The 

company did not disclose the length and financial terms of this sponsorship. 

 Sponsor D had two goals that they wished to achieve through the sponsorship with the 

NHL team. The first goal was to increase sales and market share in the distributor‘s general area. 

They have typically been third in terms of market share in the area and hoped to change this and 
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increase their share of sales. The second goal that Sponsor D hoped to achieve was to increase 

public awareness about the company‘s brands. Sponsor D wanted to ensure that consumers 

realized that certain brands were under the company‘s label. In addition, they hoped to make 

customers aware that certain brands still existed, even though some people may not have 

purchased these brands for many years. 

 As part of their deal with the NHL team, Sponsor D receives the following benefits: 

 Pouring rights 

 In-arena signage 

 Print advertising 

 Access to tickets 

 Rights to team marks and logos 

 Official designation (―Official Energy Drink of the Team‖) 

 Community initiative opportunity 

 Sponsor D has the exclusive pouring rights in the arena for all non-alcoholic beverages. 

They have activated this benefit by placing a wide variety of brands in the arena for customers to 

choose from, including fountain drinks, iced teas, and even multiple bottled water brands. 

Customers at the arena are sure to find a drink to satisfy their thirst with the many options 

provided. Sponsor D also places ads on the in-arena digital signage system, with different ads 

highlighting different brands that fans can find in the arena. The company also receives space on 

the electronic menu boards to highlight some of their brands.  

 Sponsor D has placed an advertisement in the free game program that is given to fans 

upon entrance to the arena. The company also receives a loge box for its use during the season to 

use at it pleases, whether it is for entertaining clients or for use by employees. Sponsor D‘s 
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energy drink also has the designation of being the ―Official Energy Drink of the NHL Team‖ and 

the company utilizes this designation on signage that promotes the drink in the area around the 

team‘s city. 

 The most impressive activation strategy that Sponsor D has used is the implementation of 

a lucky cap promotion. Customers can purchase Sponsor D‘s products in stores around the area 

and certain bottles have a cap bearing the logo of the NHL team. Each cap has a different word 

and the goal is to spell out different phrases associated with hockey. Once a customer has 

completed a phrase, they can be entered into a drawing to win prizes, including tickets to a 

hockey game. As part of this promotion, Sponsor D placed promotional signage in the different 

stores offering their products to make customers aware of this contest. This contest had helped 

the company increase their sales by increasing sales of 20 oz. beverages by 22% after only seven 

weeks. There was a slight cost involved in order to change the packaging for these products so 

that the lids had the team‘s logo on them. No dollar amount was disclosed by the company 

regarding additional money spent on sponsorship activation. 

 Sponsor D‘s energy drink brand also has a presence in a local indoor concert venue, as 

well as with the city‘s professional baseball team. The company has a presence in an 

entertainment, shopping, and dining complex in the city and the company on a national level has 

obtained arena naming rights, pouring rights in other stadiums and arenas, and the sponsorship of 

a college football conference championship. 

Discussion 

 

 The goals that the companies set forth for their sponsorships were consistent with past 

literature (e.g., Gardner & Shuman 1987; Apostolopoulou & Papadimitriou, 2004). These goals 

include increasing sales, raising brand visibility and recognition among target markets, becoming 
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involved in community relations, and rewarding company employees. Sponsorship agreements 

were activated mainly through coupons, in-arena signage, advertisements in game programs, 

team-driven programs, hospitality options, and contests. These activation strategies are in 

agreement with past research (e.g., Mullin et al., 2007).  

 Additional points became apparent throughout the results. The amount that the companies 

spent on activation strategies (besides the rights fee payment) did not go along with the common 

practice of spending at least 100% of the investment with the team. Papadimitriou and 

Apostolopoulou (2009) referenced companies spending anywhere from $1 to $5 on activation 

strategies for every dollar spent on the original agreement with a sports property. In the case of 

the three companies in this study (the fourth did not disclose financial information), none of the 

three came close to spending as much in order to activate their sponsorship. Although it is 

possible that those who were interviewed may not have known the exact numbers of what was 

spent on activation, the numbers they did offer were not close to the $1-$5 to $1 ratio. 

 The activation strategies as a whole that each company used for their sponsorship did not 

seem to differ based on the goals that the company set forth. Each sponsor placed an 

advertisement in the free game program distributed during home games, as well as some sort of 

in-arena signage. All but one company had access to tickets and utilized them for their goals. 

 While the overall set of activation strategies did not vary based on the goals of each 

company analyzed, all four of the sponsors appeared to have one signature activation strategy 

that no other sponsors with the team performed. In addition to each of these strategies being 

unique, they also addressed one or both of the company‘s stated goals. Sponsor A utilizes the 

kids‘ club in order to increase traffic to its restaurant locations and in turn increase sales and 

awareness among its target markets. Sponsor B achieves its goals of reaching its target market 
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and becoming involved with the community through its promotion of the student ticket program. 

Sponsor C sponsors a youth hockey shootout competition and is able to increase public 

awareness for its brand. Finally, Sponsor D has effectively increased its sales and made the 

public aware of the different brands that it offers through its lucky cap promotion. By having a 

unique activation strategy that attempts to achieve a specific goal, sponsors can make each deal 

their own and also have their sponsorship stand out in the minds of potential customers. 

 One final similarity among all four sponsors is an agreement on what could be called the 

―x-factor‖ for any sports property looking to build successful sponsorships with sponsors; 

customer service. Each company specifically stated that the way they were treated by the sales 

representative and the sports property as a whole was what made this deal stand out above all 

other deals they are involved in. Customer satisfaction is key to a successful sponsorship and a 

lack of customer service is one of the major reasons why sponsors choose not to renew their 

deals with sport properties (Irwin et al., 2008). The NHL team realizes how important good 

customer service is for their sponsors and prides itself on maintaining high levels of customer 

service in these relationships. One way that this is done is by encouraging sponsors to activate 

their sponsorship in the most appropriate way possible in order to achieve the goals that they set 

forth. These sponsorships are meant to benefit both parties and without proper activation, there is 

a good chance the sponsors will not see adequate return on their investment. In addition to 

helping sponsors activate their agreements, the personalities of the team‘s sales people make a 

difference. One sponsor talked about the sales representatives, saying, ―They‘re sincere, they‘re 

genuine, and they want to work. They have a passion for the team and what they do‖ (personal 

communication, October 26, 2010). A highly trained, quality corporate sales and service staff 

should help any sport property in achieving success with their corporate partners. 
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Conclusion 

 

 Four sponsors of a US-based NHL team were interviewed and their sponsorship goals 

and activation strategies were analyzed. Despite the different goals, there was no real difference 

in activation strategies as a whole based on the differences in goals. While the overall activation 

strategies were not very different, each sponsor implemented one unique activation strategy that 

allowed them to directly attempt to achieve one of both of their stated goals. The positive results 

were important to the sponsors, but all four companies stated that the customer service that they 

received from the NHL team is what made these sponsorships stand out of all of the other deals 

they are involved in. 

 While this research attempts to help determine the connection between goals and 

activation strategies, there are some limitations to this case. First, this research only looks at one 

professional team, in one sport, in one market. To gain a better understanding, additional 

research could be conducted on other professional sport teams in different markets. A second 

limitation is that all four sponsors are handled by one single sales representative from the sports 

property. Sponsors that work with different sales representatives may or may not have different 

experiences in working with this NHL team, and their responses to interview questions may 

reflect this. Finally, sponsors that have greater investment level differences could be analyzed to 

see how money affects the choice of activation strategies based on goals. While the four 

companies researched did vary in their investment levels, none of the companies had a very low 

investment with the team. A greater difference in investment levels may have shown different 

similarities or differences between each company. 

 Sport sponsorships are meant to be beneficial for all parties involved. By better 

understanding the goals of companies, sport properties can help to recommend the best activation 
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strategies for the sponsor. This will result in success for the sponsor and will help the parties to 

build a great relationship that can last for years to come. 
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Abstract 

 This is a case-study of Imperial, Pennsylvania done to examine the factors contributing to 

its successful revitalization.  The study examines the historical influences leading to its 

development and its current state.  The history of this area is rich, with colonial, mining and 

agricultural roots having lead to its character.  Additionally, previous efforts to improve Main 

Street Imperial have shaped its character as well.  We explore Main Street as it is today, 

summarize revitalization efforts and improvements that have already taken place, and entertain 

possibilities for its further enhancement. 

The National Trust for Historic Preservation‘s Main Street Center provides what they call 

The Four Point Approach to support Main Street revitalization.  The Four Point approach is the 

focal point of this study, but is supplemented with information specifically relevant to the size 

and intrinsic attributes of Imperial.  Each of the Four Points is examined and discussed in an 

effort to understand, initiate and support the revitalization of Main Street and the Village District 

of Imperial.   

The results of this study highlight focal points from which efforts to sustain and/or 

improve Main Street, Imperial can benefit.  Above all, an organized, concerted effort on the part 

of stakeholders would provide a foundation for the enrichment of all other facets outlined in the 

analysis.  Also quite notable is the potential benefit of incorporating the Montour Trail in Main 

Street Imperial‘s revitalization efforts.  Additionally, an image of Imperial should capitalize on 

its history and include the influence of the mines, railroad and local agriculture and settlement.  

Historic preservation and collaboration among business owners, residents and the municipality 



74 
 

would prove very influential to all aspects of the Four Point Approach with respect to Main 

Street, Imperial.  It is hoped that the results of this study will provide stakeholders with the tools 

to succeed with the revitalization of Imperial.   

 

 

 

 

 

 

 

 

 

 

 

 

 



75 
 

 

Introduction 

 Imperial, Pennsylvania, and its immediate surroundings, is home to a myriad of people.  

Some of them live in suburban developments and others in the neighborhoods close to Main 

Street.  Many of the residents are just passing through Main Street on their way to another 

destination.  Some of them slow down a little to wonder what is here.  Maybe some of them even 

stop once in a while to go to the animal hospital or the accent shop.  In either case, these people 

have more in common than just a proximity to a postal code.  They share a common school 

district and the community ties within it.  And, they share a one-mile stretch of Main Street that 

is the Village of Imperial.  This should be the highlight of the community.  Many people, 

however, seem to overlook the value of the Village District of Imperial.   

The word ‗village‘ is defined as a collection of houses and other dwellings forming a 

center of habitation (Oxford English Dictionary, 2010).  The root of the word, ‗vill‘, originates 

from ancient Anglo-Saxon and Norman forms.  What this word describes, however, is something 

much more ancient and pure that often holds an aura of nostalgic feeling.  The Village of 

Imperial is akin to a partially unearthed jewel waiting to be fully discovered and refined.  The 

rich history of Imperial has been formed through time with layer upon layer of value, just like a 

gem.  This history is where we begin our understanding of Main Street, Imperial through case 

study evaluation. 
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Imperial, Pennsylvania:  A History of its Development 

Imperial began as a nameless tract of land within the Wilson Homestead.  It was 

purchased from Robert Wilson by investors in 1878, one of which was William McCreery 

(Wilson, 2005, p. 11).  William McCreery, among other things, promoted and built the 

Pittsburgh and Lake Erie Railroad of which the Montour Railroad was a branch.  The terminus of 

their convergence was called ‗Montour City‘ (Wilson, 2005, p. 12).  There can be no doubt that 

both the railroad and the city were so named due to the prolific influence of Henry (aka. Andrew) 

Montour.  Montour was descended from both Iroquois and European (French) ancestry.  In 

colonial times, he was influential throughout the region as an interpreter and diplomat (Lewin, 

1996, pp. 153-186).  However, Montour‘s namesake city was short-lived.  In 1879, McCreery 

and others established The Imperial Coal Company.  The company owned 3,000 acres of coal 

land operating a number of mines in Western Pennsylvania (Necrological, 1894, p. 138).  ―The 

first Montour mine was located along Montour Run (creek) near present-day Cliff Mine‖ (Nixon, 

n.d.).  Many Pennsylvania mining history sources shed light on coal mining‘s influence in the 

Imperial area.  They include sources such as the Virtual Coal Mine Museum project, Consol 

Energy Mine map preservation project, Pittsburgh Coal Company Historical Society and the 

Montour Railroad Historical Society.   A mine map from the 1930‘s indicates the presence of at 

least four mines in the immediate vicinity of Imperial, Pennsylvania (Montour Railroad 

Historical Society [Montour RRHS], n.d.a). Naturally, the vitality of Main Street Imperial was 

tied to the establishment and maintenance of the railroad and coal company.  Through the years, 

however, the liveliness of Main Street in Imperial was influenced by many other factors.  
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Imperial boomed under the influence of the mines and the railroad.  At the same time, however, 

the surrounding area remained mostly rural.  The county even used to hold its annual 

Agricultural Fair at the Imperial Fairgrounds nearby.   A snapshot at any given time in the late 

19
th

 and most of the 20
th

 century would include a diverse array of rural commerce and 

entertainment, complete with a bank, theater, bus depot, railway station, church, homes and the 

affectionately designated ‗buttermilk row‘ (Wilson, 2005).  Erin Clay, a resident of nearby 

Clinton explains her grandmother‘s nostalgia for Imperial, ―She talks about how many of the old 

business have closed down.  Like the old pharmacy ‗Bouchon‘s‘ (E. Clay, personal 

communication, 2010)‖.  In any case, it is clear that the Village of Imperial is not as lively as its 

former self. 

Method 

Case study was chosen as our method as an exploration of Imperial over time, through 

detailed, in-depth data collection involving multiple sources of information.  This case study of 

Imperial is a qualitative, single-case design as described by Yin (2003, p. 42).  The nature of our 

case stretches across various classifications.  The Village of Imperial, as described by a sign 

when entering Main Street, is rural in nature and relatively small.  However, it is a rural location 

within Allegheny County which is classified as urban by the U.S. Census Bureau (2010).  Other 

attributes of Imperial contribute to its unusual nature.  As a unique case, this study is intrinsic as 

defined by Creswell (2007, p. 74).  Likewise, the analysis will be holistic, but with some cross-

case comparison with respect to specific aspects of the case and its protocol (Yin, 2003, p.42: 

Creswell, 2007, p. 75).  
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The case study protocol is built around the federal Main Street Program‘s Four Point 

Approach (National Trust for Historic Preservation Main Street Center, 2009).  The protocol 

encompasses an attempt to highlight the gaps from the various revitalization approaches to better 

identify successes and problem areas for Imperial.  In data collection and analysis, we explore 

the various facets of Imperial, Pennsylvania using a synthesis of revitalization approaches to 

form a more case-specific approach.   

According to Yin, case study data collection and sources of evidence often include 

documentation, archival records, interviews, direct observations, participant-observation and 

physical artifacts (2003, p. 86).  Our study uses primarily documentation, observation and 

archival records, but attempts to corroborate evidence using the various other sources. 

Imperial Today 

Today, the structure of Imperial looks much the same as it did in its heyday.  In fact, 

Bouchon‘s sign and store façade are still there.  However, the differences become clear with the 

recognition that Bouchon‘s and many other buildings are closed down and pedestrian traffic is 

almost obsolete at times.  Also, the coal industry that once infused the town of Imperial with so 

much vigor is now a tiny fraction of its former size.  In addition, the still existing mines are 

seemingly disconnected from the residents and community within their vicinity and are definitely 

not the focal point of the area‘s economic condition they once were.  They are just not as 

influential anymore.  The Township of Findlay recognizes Imperial as a mixed use Village 

District (Findlay Township, 2006) with restrictions on business size.  ―No ‗big-box‘ stores are 

allowed‖, says township manager, Gary Klingman.  In spite of some lag in activity and slow 

turnaround on property use, there are businesses in the area and evidence of revitalization 
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progress.  The mighty stretch of the Montour Railroad has now been converted to a popular 

recreational trail.  Gary Klingman explains that not long before his tenure as Findlay Township‘s 

manager, a Community Development Block Grant awarded through the Pennsylvania 

Department of Community and Economic Development (Commonwealth of Pennsylvania, 2010) 

was used for improvements including sidewalk and parking enhancements.  He adds that since 

then, he has seen many of the buildings remodeled for use. He made note of one as the local 

automotive maintenance and repair service (personal communication, December 1, 2010).  

Exploring Main Street 

Main Street, Imperial generally runs in an east-west direction.  The Village District of 

Imperial officially spans from the intersection of Main Street and Enlow Road at the eastern end 

and terminates at the intersection of Main Street and Route 30 (G. Klingman, personal 

communication, December 1, 2010).  From those two points, Main Street spans approximately 

one and one-tenths of a mile (Google Maps, 2010).  Just east of the official start of the Village 

District, there is a large, popular parking area used by patrons of the Montour Trail.  The parking 

area runs directly adjacent to Main Street on one side and the trail on the other.  In addition, on 

the other side of the trail in this area, there is an athletic field.  The Montour Trail Council 

recognizes this area as the Enlow Ball Field Access Area (Montour Trail Council [MTC], 2010).  

This region of Main Street and The Montour Trail seems to hold a particular appeal, due to their 

close proximity to one another and surrounding residential areas, and is frequently used.   Just 

west of this area is the official beginning of the Village District.  This intersection, marked by the 

meeting of Main Street and Enlow Roads, is also a convergence of Cliff Mine, Grace, and West 

Allegheny Roads.  Main Street comes from the northeast, Enlow Road comes from the north and 
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Cliff Mine Road comes from the east.  Grace Street and West Allegheny Road merge together 

just before they approach the Enlow intersection from the south.  These roads are all connected 

to residential areas.  In addition, many lead to interchanges with main thoroughfares, commercial 

districts and shopping plazas.  As a natural vantage point, this intersection is frequently busy.  

Also present at this intersection is a relatively recent business venture, The Enlow Station, which 

is a local ice cream and eatery housed in an old gas station.   

Traveling west on Main Street from its eastern end, visitors see a sign welcoming them to 

Findlay Township and The Village of Imperial.  Main Street, from this point to about four-tenths 

of a mile in a south-westerly direction, consists of mostly residential structures that are more 

widely separated than those structures further along the route.  From a development standpoint, 

the most notable of the structures in this first stretch of Main Street, is a new condominium 

development, Lenox Place, which is partially complete and having some difficulties related to 

the housing market downturn (G. Klingman, personal communication, December 1, 2010).  

Additionally, The Montour Trail and Main Street travel in a less parallel direction here, resulting 

in an approximate 500 foot separation at the end of this first section. 

The starting point for the next three-tenths of a mile is marked by intersection of Main 

and Stations streets and the local Agway.  The Imperial Agway is known for carrying home & 

garden, pest control, landscaping, pet care and farm supplies (Agway, Inc., 2009).  From the 

Agway through to the end of this stretch of Main Street, the residences and instances of 

residential side street intersections become more frequent and condensed.  This stretch is also 

dotted with increasingly larger and more ornate older homes.  In addition, Main Street and the 
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Montour Trail once again make a gradual convergence towards the end of this stretch of Main 

Street‘s Village District. 

The next two-tenths of a mile approach the heart of Main Street and begin at the Findlay 

Township Activity Center.  The activity center sits at Station Street‘s re-intersection with Main 

Street.  The center exists as a multi-use facility available for use by the community.  It is also a 

central meeting place for Findlay Township where once there was no such place (G. Klingman, 

personal communication, December 1, 2010).  It is used for a variety of purposes such as 

community information meetings, preschool graduation ceremonies, seasonal classes and youth 

camps, youth athletic association signups, and martial arts instruction.  The Imperial Volunteer 

Fire Department used to hold bingo every Monday night at the Findlay Township Activity 

Center (Arnal, 2009; Findlay Township, 2006).  Sitting at the rear of the activity center is an old 

caboose that has been refurbished for display (Montour RRHS, n.d.b).  Additionally, the activity 

center parking lot often serves patrons of the Montour Trail as it is adjacent to the Imperial 

Access Area (MTC, 2010).  This area is conveniently located at the re-convergence of the trail 

and Main Street.  Many of the trail users, however, seem to enter the trail using the popular lot 

located at the far eastern end of the Village District described earlier.  No matter which entrance 

or lot used, trail-trekkers would not see Main Street from a traditional point of view.  This is 

especially true in the heart of Main Street, since the trail runs behind most of the central Main 

Street buildings.  Adjacent to the activity center parking lot on the western side is the local 

preschool and daycare, Teddy Bear Village.  Across the street from the activity center and 

preschool, an old dance studio is being prepared for use by a local entrepreneur as a fitness and 

personal training studio (G. Klingman, personal communication, December 1, 2010).  The studio 

had been on the market for about two to three years prior to its redevelopment for this purpose.  
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Many of the old buildings and homes in this section of Main Street have been revamped for new 

purposes.    A few of the homes, for example, now serve as a funeral home and a plating 

company.  The old Imperial Bank building now houses the offices of financial planners and 

accountants.  Across the street in the old post office building, is the Imperial Animal Hospital.  

And adjacent to that are the offices of a local attorney. 

The focal point of the Main Street community lies here and is dominated by the presence 

of historic Valley Presbyterian Church.  The church has been a mainstay of the community for 

over 100 years.  It is at this pivotal area of Main Street that all traffic heading west on Main 

Street is diverted to Church Street and subsequently routed around a crucial portion of Main 

Street.  This next one-tenth of a mile stretch of Main Street is one-way with the additional lane 

space being used as parking.  This portion of Main Street is the most condensed comprising only 

about one-tenth of a mile.  It is here that a local flooring business, hardware store, florist and 

accent shop are located.  It is in this area where visitors to Main Street would witness the now 

closed Bouchons‘ as well. In this area, there are a couple of commercial spaces not being used 

that are advertising space available for lease.  The first half of this stretch of Main Street is where 

the commerce is congregated, while the western end is comprised of densely packed residential 

spaces.  The final one-tenth of a mile stretch of Main Street is less condensed than the section 

immediately preceding it.  Located in this area is a local custom cabinet company and the 

Imperial Volunteer Fire Department.  Overall, Main Street, Imperial seems to have been partially 

successful at revitalization.   
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Analysis of Imperial‘s Revitalization: The Four Points Examined 

 Successful revitalization is complex, but not impossible.  So what makes Imperial tick?  

The relevant questions and focus points emerge through our application of the case study 

protocol described above.  Our protocol is a synthesis of numerous approaches which are 

described in this section.  Most revitalization strategies are an adaptation of the Federal Main 

Street Program‘s Four Point Approach.   

 

 

 

 

 

 

 

This approach is adapted by Pennsylvania‘s Department of Community and Economic 

Development program guidelines.  This adaptation includes broad elements of design, 

promotion, organization and economic restructuring (Commonwealth of PA, 2008, p. 46).  These 

broadly accepted strategies can be adapted to the specifics of any given main street and 

supplemented if necessary to include community specific features.  The Four Point Approach 
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will be used as an organizational framework in the analysis of The Imperial Pennsylvania Village 

District.  In addition, we will incorporate other approaches as a supplement when necessary.   

Design 

Exploring design elements of Imperial can benefit from an adaptation of the Four Point 

Approach specific to areas historically known for their mining activity.  Here, we will 

supplement the Four Point elements with mining district landscape evaluation methods.  The 

character of Main Street cannot be fully understood outside of the context of its relation to coal-

mining.  According to Francaviglia, the elements of visual character of a mining district can be 

classified into three broad categories—site, layout and architecture (1991, pp. 13-14).   

Francavigilia‘s categories can provide insight when addressing the elements of design 

under the Four Point Approach as well as adding to the list.  For instance, the first of these 

categories, site, encompasses the natural and manmade topography of the area.  This highlights 

an additional consideration that would have an affect on any design strategy with respect to 

Imperial.  Main Street, Imperial is surrounded by hills, which among other things, are dotted 

with houses, a cemetery and a park.  The varying angle at which the hills rise results in some of 

what lies at the top of these hills to be out of sight.  This is due in some cases to an observer‘s 

proximity.  The topography is such that Main Street is situated in a valley and is snugly nestled 

between these rolling, green hills.  The most notable of these rolling green hills is Valley 

Cemetery.  This tombstone garnished hill happens to rise out of a vitally important section of 

Main Street and is an important part of this key area.  As a result, any efforts to incorporate 

revitalization with, for instance, historic preservation of the church and cemetery, would provide 

much value towards those efforts. More research needs to be done to determine any qualifying 
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factors for the church building and/or the cemetery to receive designations as historic landmarks 

or preservation support.  More information specific to the cemetery can be found at the 

Pennsylvania Historical & Museum Commission website (2010).  In particular, they provide 

information and links regarding cemetery recordation and preservation.  Also, adjacent to Main 

Street, and more directly adjacent to the Montour Trail, is Montour Run creek.  Revitalization 

efforts would benefit by making an association with or incorporating the trail and the creek in 

their design. 

The second of the three categories outlined by Francaviglia, is layout.  This correlates to 

the Four Point streetscape element of design.  The manner in which the streets and properties are 

laid out definitely contributes the design of Main Street.  The overall layout of Imperial is 

consistent with both the linear and convergent mining district typologies outlined in a book about 

landscapes of historic mining districts (Francaviglia, 1991, p. 32).  The convergent typology, 

however, is concentrated mostly at the eastern-most end of the Village District, so it is would be 

useful here to consider it linear.  This linear layout is extremely so in the approach towards the 

central Main Street area where it runs directly alongside the Montour Trail (formerly the 

Montour Railroad).  However, the divergent traffic patterns occurring at the focal point of Main 

Street might inadvertently serve also to divert the attention of patrons travelling from east to 

west.  This sharp contrast from a two-way to one-way, although effective in providing parking 

space, could be a deterrent to persons who may have otherwise stopped to explore Main Street.  

This points to another area in which more research is needed to support these conclusions.  A 

survey of frequent travelers through Imperial might help in the design considerations for this 

area.   
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The third of Francaviglia‘s mining district categories is architecture, as it relates to the 

design of buildings, structures and objects.  The design of storefronts is integral in this point and 

correlates to the Four Point Approach‘s building element of design.  Imperial‘s storefronts are 

naturally designed by their proprietors as they see fit.  They likely base their design decisions on 

how it will affect their business and would take an interest in how their storefront design might 

contribute to overall increase in economic activity in the Main Street area.  As a result, 

collaborating with other Main Street proprietor‘s on their design would prove beneficial.  

Technical Preservation Services, a facet of The U.S. Department of the Interior and the National 

Park Service, has a wealth of useful information relating to historic storefront evaluation, 

rehabilitation, and design (Technical Preservation Services, 1982).  Main Street, Imperial is 

comprised of an array of various architectural styles.  For the most part, proprietors seem to have 

stayed true to original form in the exteriors of their Main Street, Imperial buildings.  However, it 

would be advisable for proprietor‘s to delve into the specific style and/or history of their 

properties and capitalize on the promotional potential of it in their design decisions.   

Other design elements with respect to physical improvements have been addressed to 

some degree.  For instance, Imperial is already incorporating seasonal decorations and signage.  

However, the signage currently in use does not make a specific reference to Main Street.  They 

are posted at the far eastern and western entry points and welcome readers to the Village of 

Imperial and Findlay Township.  However, they are far removed from the Main Street 

commercial center.  The signs are a welcome improvement, but more prodding can provide 

insight on the effects of their placement.  In addition, it would be prudent to examine whether 

including any reference to Main Street or any potential Main Street business partnerships would 

be beneficial.   
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Planning and Zoning requirements of design for Imperial have been met by the 

municipality having designated it as a mixed-use Village District (Findlay Township, 2006).  An 

additional design element that has been addressed is parking.  It is available next to the activity 

center, animal hospital and in the one-way section of Main Street.   

Visual merchandising and graphic elements of design seems to be an area in which 

Imperial is lagging.  Primarily, this can be addressed through organizational elements of the Four 

Point Approach. More specifically, it would make sense to have consensus among business 

owners through business alliances and/or partnerships to provide a vision for these design 

elements. 

Enhancing the appearance of the central business district of the Village of Imperial is 

well on its way.  Future enhancements will require a review of the past and present design efforts 

and how they correlate to the history and intrinsic assets of the Imperial.  These efforts must 

consult and collaborate with the business owners of Main Street. 

Promotion 

There are events held at the activity center, an annual parade and holiday events.  These 

special events contribute to the promotion of Imperial.  Many of the municipality‘s promotional 

efforts are successful at promoting the township.  Most of those promotional efforts are aimed at 

the township as a whole and not necessarily at the population centers.  As a result, there aren‘t 

many elements of promotion of a general image for Imperial being addressed.   These could be 

addressed by efforts of the municipality or through business partnerships and/or alliances.  These 

alliances can also collaborate to provide retail promotions for their businesses, such as 
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cooperative ads and cross-retail promotions.  Any attempts at promoting the Village of Imperial 

would be wise to incorporate the Montour Trail in its image building and/or special event 

promotions.  The Montour Trail, seems to be an untapped asset in its Main Street renewal.  In an 

article posted at Pennsylvania‘s Economic Development website, Doylestown Township, 

Pennsylvania was featured (along with nearby boroughs) for earning the 2009 Building 

Community Partnerships award.  In particular, the awardees were hailed for their efforts at 

community cohesion which included the building of more than 16 miles of bike and hike paths 

(Commonwealth of Pennsylvania, 2009b, p. 2).   More research needs to be done to examine the 

possible results of incorporating the Montour Trail in any effort to improve and renew Main 

Street, Imperial.  From the Four Point Perspective, the results of partnering with The Montour 

Trail Council, for example, would be an asset useful for both the promotional and organizational 

elements of revitalization.  More specifically, design elements, such as signage, can capitalize on 

such a partnership by advertising the alliance to patrons of the trail and Main Street thereby 

assisting in the promotion of both.   

Organization 

Of the Four Points, the one needing the most attention for Imperial is organization.  Of all 

the organization elements, the only one that has been partially influenced is funding.  The 

Community Development Block Grant provided funding for physical improvements.  However, 

that was over two decades ago and does not address any ongoing efforts.  Building consensus 

among business owners, the municipality and other interested parties is necessary for Imperial‘s 

continued success.  Building partnerships and volunteerism can begin the process towards 

providing the tools necessary to address the other points of the Four Point Approach.  For 
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instance, a Main Street partnership organization or business alliance can provide a newsletter or 

web-site specific to Main Street to assist in the promotional efforts of those businesses.  

Furthermore, funding is a necessary part of any major improvements and would require 

organization with the municipality to help navigate the complexity of grant applications and the 

myriad of uses for any funds received.  The potential for grants from the state, federal and non-

profit funding sources needs to be explored further. 

Economic Restructuring 

Another approach to understanding Imperial is through the lens of economists advocating 

a holistic approach.  This method would be particularly useful in supplementing the Four Point 

approach, in addressing the trade area information element of Imperial‘s economic restructuring.  

This holistic approach recognizes the unique nature of the community and its interdisciplinary 

nature.  According to such approaches, traditional economic approaches which separate entities 

into macro and micro points of view are not sufficient in the examination of cases such as 

Imperial.  Consequently, the holistic approach supplements traditional economic approaches and 

conclude that communities should incorporate six elements in their endeavors.  They are 

resources (land, labor, capital, amenities, public goods, and technology), markets (internal and 

external), space, institutions and rules, culture and society, and decision making (Shaffer,et al., 

2006, pp. 59-74).  Not only does this approach supplement the Four Point approach from a 

different perspective, but it emphasizes keeping the big picture or the entire community in mind.  

This is helpful in supporting all of the Four Point elements. 

In the case of Imperial, it would also be appropriate to augment the Four Point method by 

considering approaches designed to focus on rural rather than urban renewal.  In a 1995 
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Economic Development Review article entitled, ―A Comprehensive Strategy for Rural 

Downtowns‖, Terry Lawhead outlines common problems faced by small rural downtown 

commercial areas and how to assess and address these problems (p. 77).  For instance, the sales 

leak due to surrounding shopping malls.  Imperial most certainly has been impacted by its 

proximity to the Robinson Town Center and The Mall at Robinson mega shopping district. 

Robinson Town Center‘s opening date was in 1989.  However, The Mall at Robinson did not 

open until October 2001.  Today, Robinson Town Center is actually a part of The Mall at 

Robinson which is described as a mixed use property by the owners and operators, Forest City 

Enterprises (Forest City, n.d.).  In the case of Imperial, its vicinity to the airport and other major 

retail districts, have made it a focal point for regional growth as a ―new urban landscape‖ by 

Township leaders (Findlay Township, 2006; West Allegheny School District, 2009).  Population 

of the Imperial-Enlow US Census Bureau designated geographical area went from 3,449 persons 

in 1990 to 3,514 in 2000 (US Census, 2010).  This is not a very large population relative to urban 

areas, but Imperial is noted as the largest of Findlay Township‘s population centers.  Findlay is 

largely rural in character with active farms and vast stretches of undeveloped land (Findlay 

Township, 2006).  This undeveloped land has been the focus of regional economic development 

strategies.  These strategies would benefit the entire township, including Imperial, but do not 

necessarily focus on Main Street, Imperial.   

Also under the economic restructuring considerations are incentives for business to locate 

within the revitalization district.  A Main Street partnership reaching their goal to improve the 

economic condition of a particular business district is an incentive in and of itself.  However, the 

potential to reach that goal is influenced by the influx of new business.  Some additional 
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incentives would be advisable for Imperial.  For example, tax incentives can be offered to 

businesses who locate within the area zoned as the Village District of Imperial.   

Supporting the Four Point Approach 

Beyond the problems unique to rural locations, however, are the unique peculiarities 

faced by towns once energized by industry that no longer exists.   One aspect of successful 

revitalization in cases such as these can be found in a 2000 study entitled, ―Youths revitalizing 

Main street:  A Case Study‖.  In this study, the influences of community and school initiatives 

that engage youth in Main Street renewal are explored.  The overarching contribution of the 

study points at the often untapped and seemingly unending creative energy that youth brings in 

the revitalization process (Twiss, p. 3).  The decline of Aliquippa described in the study is 

analogous to the decline and/or stalled development of Imperial, PA.  Aliquippa‘s was due to the 

decline of the steel industry in the 1980‘s (Twiss, 2000, p. 1) and Imperial‘s was due to the 

decline of the coal industry and the complementary railroad industry that served it. At any rate, 

the influence of the areas youth can be applied to many of the elements of the Four Point 

Approach.  Imagine the influence youths can have on promotion or graphic elements of the 

overall design of Main Street, for instance.  They might also be influential in organizational 

communications and volunteer development.   

Results 

First, and of primary importance in the continued success of the Village of Imperial, are 

the organizational elements of the Four Point approach.  Many of the elements of design, 

promotion and economic restructuring are next to impossible without addressing this lack of 



92 
 

consensus and concentrated effort.  Not only are leadership and community and business 

alliances integral in revitalization efforts, but they benefit the community as a whole.   

Secondly, an understanding of Imperial‘s rich history and the role it plays in the success 

of today‘s Main Street community is vital.  Historical information can invoke nostalgia and spark 

the interest of visitors to Main Street.  Efforts at maintaining Main Street would benefit from 

capitalizing on historical information throughout all elements of the Four Point approach.  This is 

especially true for the elements of design and promotion.  The overall design of Main Street and 

the individual designs with respect to businesses can all incorporate common themes that tie in to 

Imperial‘s history.  For instance, where was ‗buttermilk row‘?  Is this building or buildings still 

standing?  Is it currently being used?  If so, can we use that information in our promotional 

efforts of Main Street?  Are the buildings formerly used in support of the Montour railroad, such 

as the former station, prominently identified?  These questions and many like them need to be 

explored further.  The potential of tying in Imperial‘s history in efforts to improve Main Street is 

quite promising.  This is evident in the popularity of the train car present at the rear of the 

Findlay Activity Center.  At activity center events, both adults and children seem drawn to this 

display of the past.  The Village of Imperial can build on the community‘s clear desire to connect 

to the past.   

Thirdly, all elements of the Four Point Approach should be examined to pinpoint the role 

of The Montour Trail and any possible partnership with The Montour Trail Council.  Such a 

partnership can greatly influence Imperial‘s success in drawing attention to Main Street.  Also, 

the trail council might benefit from reciprocal promotion of their efforts.  The trail itself is an 

invaluable asset to the Village District of Imperial.  It is a part of the Great Allegheny Passage as 
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designated by Allegheny Trail Alliance.  The trail alliance offers an abundance of materials and 

assistance to ‗Trail Towns‘.  In particular they offer manuals, checklists and general advice on 

how to incorporate trails and trail town business district revitalization.  According to the 

Allegheny Trail Alliance definitions, The Village District of Imperial is considered directly 

adjacent to The Montour Trail.  They advise ―In such communities, it is important to create a 

gateway—an attention-getter—and supplement it with good wayfinding signage, brochures, or 

other means to encourage and direct the trail users to visit your downtown‖ (Allegheny Trail 

Alliance, 2005, p. 15).    Fortunately, they use the Four Point Approach as their platform 

incorporating elements specific to trails in the business revitalization structure.  They provide 

many details for each of the Four Points and should be used as a direct reference in the case of 

Imperial.   

Lastly, we should keep the big picture in mind.  Each step in the process should be 

evaluated with respect to its interrelationships with all of the elements in the Four Point 

Approach.  In addition, the overall community should be apprised of any proposed and ongoing 

efforts with respect to The Village District of Imperial.  Their feed back should be sought as 

often as possible in conjunction with input from business owners and other stakeholders.    

Conclusion 

 The results of this study primarily focus on the known facts about Imperial and the 

method with which we can obtain further relevant information.  The elements examined here are 

by no means a complete examination of the Village District of Imperial.  We have synthesized 

various revitalization techniques here and have concluded that an approach to revitalizing 

Imperial should follow a synthesized framework adapted from the approaches we have examined 
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with a particular focus on The Four Point Approach.  For ultimate success, an approach to 

Imperial should absolutely include the Allegheny Trail Alliance‘s Trail Town program 

supplement to the Four Point approach.  We feel that the adaptations of the Four Point Approach 

included in this study have helped point the way for further research and development of 

Imperial, Pennsylvania‘s Village District.  By and large, we hope that this study will provide the 

catalysts of Imperial‘s revitalization efforts with the necessary tools to succeed.  
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ABSTRACT 

  

While the American press has been known as the ‗watchdog of government‘ since its foundation, 

reporters and news outlets frequently face the challenge of maintaining objectivity.  Though 

easily dictated, objectivity is not as simple to put into practice.  Hence, the question of how 

successful news media avoid bias altogether has long since been the subject of a majority of 

media analysis, criticism, and academic research.   In recent years, however, political bias has 

taken over as the most researched aspect of media bias.  

  

―Liberal media bias‖ has become the catch phrase for conservative critiques of mainstream 

media reporting in the past two decades.  Republican candidate Bob Dole, while speaking with 

Howard Kurtz in an article called ―Media Notes: Taking on the Times,‖ blamed his 1996 

presidential loss to Democratic candidate Bill Clinton on biased media news coverage (Kurtz, 

1996).  Others claim a conservative media bias is prevalent (Mantler, Whiteman, 1995).  While 

still others conclude that the media is well balanced and no bias exists  (D‘Alessio, Allen, 2000). 

  

This article will focus on analyzing the presence of political bias as indicated by the placement of 

political-type articles on the front page of USA Today and compare findings with more local 

reporting in the Pittsburgh Post-Gazette during election coverage of the mid-term Congressional 

race from October 8, 2010 to November 8, 2010. 

  

The study‘s primary interests include: 1) whether there is a difference in measurable bias evident 

between a national daily newspaper (USA Today) and a more regionally-focused city daily (the 
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Pittsburgh Post-Gazette); and 2) what sort of training or policies the newspapers offer to help 

avoid overt bias.  The study compares identifiable political ideologies of sources, article 

placement, and visual emphasis using articles from October 8-November 8, 2010, the month 

before Election Day. 

  

INTRODUCTION 

  

In recent years, political bias in the media has taken over as the most researched aspect of media 

bias (Eisinger, Veenstra, Koehn, 2007).  The influence that the news media have over the public 

agenda, creating stereotypes and choosing what is important to report, is nothing new to the field 

of research (Moldovan, 2009).  

  

While readers and critics often ask whether news media will cover the political aspects of a 

particular event, the question of how the news media will portray the political constituents of it is 

more important.  Watts, Domke, Shah, and Fan hypothesize that citizens may believe the media 

to be bias because reporters and political elites give more attention to certain topics.  For 

example, in the spring of 2011, American journalists have covered the political demonstrations 

in Libya, Yemen, and Egypt, focusing on how the demonstrations were influencing the U.S. 

political and economic fronts.  Due to the explicit attention to political and economic interests in 

favor of human and social concerns, media consumers may come to believe that political 

agendas are privileged over other issues, despite the fact that in reality, most issues are 

inextricably linked.  Fico and Freedman would go so far as to say that bias is unavoidable in the 

journalism profession, citing that the number of people who believe journalism is politically 
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biased is increasing (Fico, Freedman, 2008).  

  

In their meta-analysis, D‘Alessio and Allen name three categories of media bias: gatekeeping 

bias, coverage bias, and statement bias.  Gatekeeping bias exists when editors choose certain 

news stories from a range of news stories over others because of specific, and often self-interest.  

  

Coverage bias occurs when there is unbalanced news coverage of a certain event or issue. For 

example, news media frequently report on crime, giving the public a false perception that crime 

is a commonality or that certain groups are involved in criminal activity more often.  George 

Gerbner‘s examination of audience perception of community, which led to Cultivation Theory 

and mean world syndrome, was ultimately driven by coverage bias.  Mean world syndrome 

deduced that heavy television viewers routinely believed that their world was filled with more 

violence than actually existed because of the unrealistic emphasis on presented stories and 

images (Griffin, 2010).   

 

In another example, Bjornstrom, Kaufman, Peterson and Slater analyzed television news reports 

of perpetrators and victims of crime, comparing the reports with the actual population of 

offenders.  Broken up into races, Bjornstrom et al found that white offenders were underreported 

even though they were the highest populated offenders, which could give the public a false 

perception of criminal perpetrators (Bjornstrom, Kaufman, Peterson, Slater, 2010).  

 

In Communication: A First Look at Communication Theory, Em Griffin mentions Salma 

Ghanem‘s study on the percentage of Texans who reported crime as the most important problem 
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in the United States between 1992 and 1995.  Ghanem presumed that the prominence of crime 

became significant because the media often led with crime stories.  Additionally, ―she found a 

high correlation (+.70) between the amount of media coverage and the depth of public concern,‖ 

supporting her hypothesis (Griffin, 2003).   

 

Statement bias exists when news media member(s) put their own opinions in the text of an event 

or issue‘s coverage (D‘Alessio, Allen, 2000).  While D‘Alessio and Allen were not able to find a 

significant difference between conservative and liberal coverage in their 59 academic article 

study, statement bias exists in articles printed daily. For example, if a journalist were to report on 

a protest, and were to use words like ―disorderly,‖ ―unsettling,‖ or ―troublesome‖ to describe the 

protestors, that may be seen as statement bias, because clearly the reporter does not agree with 

the protestors‘ actions.    

  

Political bias introduces the idea of political slant.  If present in a news medium, it can portray a 

preconceived agenda in favor of a particular party and in slant of the other.  Not every single 

event can be covered, which is important to note when analyzing articles.  However, when 

looking at the whole a researcher will be able to see the overall unbalanced perspective.  

  

This study will limit the scope of bias inquiry to the question of coverage bias.  Specifically, it 

will focus on coverage bias and the placement of political-type articles on the front-page of USA 

Today and the Pittsburgh Post-Gazette from October 8, 2010 to November 8, 2010, the month 

before the mid-term Congressional election.  This study will compare whether or not there is a 

difference in political bias between USA Today, a national daily, and The Pittsburgh Post-
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Gazette, a local daily, from October 8, 2010 to November 8, 2010.  The media bias claims, 

whether liberal, conservative or neutral, and the public perception of media bias will be 

discussed in this literature review. 

  

 LITERATURE REVIEW 

 

Claims of Liberal Media Bias 

  

While the question of liberal media bias and its implications has long been a popular topic—even 

among news pundits themselves—perhaps the best recent example was Bob Dole‘s claim that 

the media was the cause of his loss to Bill Clinton in the 1996 Presidential campaign (Kurtz, 

1996).  Dole was quoted saying, ―They don‘t put any anti-Clinton stories in the New York Times.  

Only anti-Dole stories in the New York Times.‖  In reality, Kurtz then cited that the Times had 

printed such articles as ―Changing Tactics, Dole Challenges Clinton Ethics,‖ and ―Clinton 

Commercial Misleading, Election Finance Expert Says.‖  (Kurtz, 1996).  However, Dole‘s 

perception was one that drew attention to inequality in coverage and ‗liberal media bias,‘ a long-

held complaint among conservatives.   

  

Watts et al determined that claims of liberal bias in the media by the public were common in the 

1988, 1992, and 1996 presidential campaigns.  However, Watts et al do acknowledge that these 

claims were primarily driven by the conservative elites.  Interestingly, Watts et al concluded that 

the ‗coverage of coverage‘ that continues to increase moves the news media from reporting the 

news to being the news (Watts et al., 1999).  George H. W. Bush claimed that there was a liberal 
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bias and went so far as to change his reelection campaign to ―Annoy the Media: Reelect Bush,‖ 

(Eveland and Shah, 2003).  

  

Moldovan researched the two most popular weekly news magazines, Time and Newsweek, from 

January 2007 to June 2008, looking at the coverage of the 2008 presidential election campaign.  

Even though Moldovan was primarily researching political bias between Hillary Clinton and 

Barack Obama during the race for the 2008 presidency, Moldovan also found that Obama was 

favored over Rep. John McCain in Newsweek articles during the 2008 presidential election, 

which he concluded hurt both McCain and Clinton (Moldovan, 2008).  Moldovan also 

referenced a May 10, 2008 Newsweek article written by Evan Thomas and Richard Wolffe that 

stated John McCain ―may not be able to resist casting doubt on Obama‘s patriotism.‖  This 

article received a 1,300-word response from the McCain campaign, chastising the authors for 

their lack of objectivity.   

  

Domke, Watts, Shah and Fan concluded that in the 1988, 1992, and 1996 media coverage, most 

of the claims were of a liberal media bias, in which over 95 percent of all media bias claims in 

each campaign were liberal (Domke, Watts, Shah, Fan, 1999).  Domke et al., furthermore, 

deduce that these claims were not supported by negative Republican coverage or positive 

Democratic coverage.  

  

Lee proposed that liberal trends are more likely to be reflected in news and entertainment media, 

leading conservatives to dislike and distrust the media.  Conservatives, according to Lee‘s study, 

prefer to have things unchanged and traditional and may develop negative feelings toward 
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societal changes, which the liberal trends support, adding that conservatives and Republicans are 

more likely to distrust the news media (Lee, 2005).  It is not that an actual liberal news media 

bias exists.  However, it is the public‘s perception of a news media bias that determines whether 

it is liberally, conservatively, of neutrally biased.  

  

Media Bias Claims of Conservative Bias 

  

Even though there are an abundance of claims of a liberal media bias, there are claims of 

conservative bias as well.  Finding assertions that media coverage has a Republican partisan bias 

is almost as hard as finding articles that promote a balanced media, unless of course Fox News or 

talk radio become the focus.  Comparing towns with FOX News to towns without FOX News in 

2000, DellaVigna and Kaplan found that FOX News was responsible for nearly 200,000 votes 

nationwide with its availability in 35 percent of U.S. households and 0.15 to 0.2 percentage 

points.  DellaVigna and Kaplan also concluded that between 1996 and 2000, FOX News 

convinced 3 to 8 percent of its non-Republican viewers to vote for the Republican Party 

(DellaVigna, Kaplan, 2007).  

  

Butler and Schofield assert that newspapers would publish more letters to the editor that were 

opposite the candidate that they endorsed.  In 2008, 70 percent endorsed Obama, and so more 

pro-McCain letters were published (Butler, Schofield, 2010).  The fact that editors were 

promoting an outlet for opposing opinions, though, suggests a more objective media, a more 

balanced media.  
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Mantler and Whiteman studied six major newspapers, the New York Times, the Chicago Tribune, 

the Washington Post, the Atlanta Constitution, the Wall Street Journal, and the Los Angeles 

Times, concluding that Republican candidate George H. W. Bush received significantly more 

press coverage than Democrat Bill Clinton and third-party candidate Ross Perot during the 1992 

presidential campaign (Mantler, Whiteman, 1995).  

  

Lowry researched the first six years of Bill Clinton‘s presidency and George W. Bush‘s first six 

years of presidency and compared their coverage.  Optimism scores showed that there was a 

slight difference in favor of the Bush years than the Clinton years—networks reported in a more 

optimistic tone during Bush‘s six years than during Clinton‘s, which disproves partisan liberal 

bias.  Although, the Accomplishment scores for those two-time periods was the direct opposite 

of the Optimism scores, which supports the partisan liberal bias (Lowry, 2008).  Whether a 

liberal or conservative media bias exists, there are still researchers who concluded that there is 

such a thing as a balanced media. 

  

A Balanced Media 

  

Objectivity is the goal of every journalist.  Alex Jones, in his book ―Losing the News: The Future 

of the News That Feeds Democracy,‖ says that objectivity is a necessity because journalists are 

biased.  Furthermore, Jones claims that the public believes journalists ―would twist the facts and 

distort the ‗objective‘ truth.  They would sneak into a house of a family mourning the loss of a 

child and steal a picture of the child off the wall.  They would lie and connive,‖ (Jones, 2009).  

 Remaining objective, and altering the public‘s perception of news media is of the utmost 
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importance to news media outlets.  There is research that indicates that the media are balanced 

and have no significant bias.  

  

Domke, Fan, Fibison, Shah, Smith, and Watts determined that there was an overall balance in 

candidate valence coverage during the 1996 presidential election coverage, indicating a lack of 

political media bias between Rep. Dole and Dem. Clinton, despite Dole‘s claims that the New 

York Times reported more con-Dole articles (Domke, Fan, Fibison, Shah, Smith, Watts, 1997).  

Domke et al analyzed the media coverage of candidates and issues from March 10 to November 

6, 1996 and found that Clinton had a 1.18 ratio compared to Dole‘s 1.17 ratio for paragraph 

totals.  Further analysis showed that Clinton had a 56 percent total coverage rate compared to 

Dole‘s 44 percent.  However, the authors concluded that there was little statistical difference 

between the coverage of Dole and Clinton, indicating general neutrality (Domke et al., 1997). 

  

Niven also suggests that the media strives to be neutral for fear that their ethics and agenda may 

be questioned, which could result in less profitability (Niven, 2001).  Reporters and audiences 

alike value objective news coverage, and to report anything less would promote bias.  Niven 

hypothesizes that there may be no partisan bias, but there is still the undisputable presence of 

negativity in the media.  Niven explains that Presidents and Bill Clinton George H.W. Bush 

received negative coverage more than positive coverage every year they were in office.  Positive 

stories take a back seat to stories focused on the negative aspects of government and 

governmental figures (Niven, 2001).  

  

Furthermore, Niven found that President George W. Bush and President Bill Clinton received the 
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same amount of coverage when they faced the same unemployment rate, which indicates a lack 

of partisan bias.  However, the negative stories continued to increase the more the unemployment 

rate rose, and the more the unemployment rate was covered, the longer the stories got, which 

shows an overall negative tone in media coverage (Niven, 2001).  

  

Lee concluded that the 2000 presidential election between Democratic candidate Al Gore and 

Republican candidate George W. Bush was fairly balanced because both candidates received 

nearly equal coverage, which also increased the public‘s trust in the media (Lee, 2005).  When 

looking at the whole of press coverage, it is important to remember that newspapers in 

Democratic states are more likely to report on a liberal slant.  Likewise, newspapers in 

Republican states are more likely to report on a conservative slant.  

  

Peake found that newspapers in Democratic states covered President George W. Bush more, but 

the coverage was more negative than in the Republican states (Peake, 2007).  Niven also 

researched congressional party switchers and their effect on media coverage.  He found that 

members of Congress who leave the Republican Party will most likely receive the same amount 

of coverage as members of Congress who leave the Democratic Party because party-affiliates 

engaged in the same behavior receive the same coverage (Niven, 2003).  Despite researchers‘ 

claims of a balanced media, the majority of the public perception of media bias supports the 

claim that there is a liberal bias.  
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Public Perception of Media Bias 

  

The theory of selective exposure states that people are more likely to listen to news media that 

mirror their ideological beliefs.  (Morris, 2007).  Morris reports that, in general, conservatives 

believe that there is a more liberal media bias and because of that, in their eyes the Presidential 

elections are influenced (Morris, 2007).  Furthermore, Morris hypothesized that perceived media 

bias was associated with partisan identification, finding that Democrats are likely to see 

Republican bias, and Republicans a Democratic bias.  Republicans and Democrats are not likely 

to see bias in favor of their party affiliate in the mainstream media (Morris, 2007).   

 

Despite a journalist‘s attempt to remain objective, audiences are going to perceive the news 

media the way they want to.  In a recent survey on the public‘s perception of media bias, the Pew 

Research Center for the People and the Press reported that 60 % of Americans believe news 

organizations are politically biased (Paulson, 2010).   

  

Watts et al propose, though, that the public is claiming a more liberal bias because the media is 

giving more attention to the topic (Watts et al., 1999).  Watts et al, through their research, 

concluded that the public perception of bias in the media continues to rise because of increased 

criticisms of media coverage (Watts et al., 1999).  So because there were claims that there was a 

liberal bias throughout the 1992 and 1996 election coverage, the public perception was that there 

was a liberal media bias even though both were generally balanced in coverage, with a slight 

liberal bias during the 1992 election (Watts et al., 1999).  
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After having participants rate CNN and FOX News headlines, Weatherly, Petros, 

Christopherson, and Haugen concluded that despite the article being the same, the CNN 

headlines were deemed more liberal than the FOX News headlines (Weatherly, Petros, 

Christopherson, Haugen, 2007).  Furthermore, FOX News headlines were actually found to be 

on the liberal side of neutral, despite its conservative label.  Weatherly et al had three different 

groups study the headlines (participants who were told the source was CNN, participants who 

were told the source was FOX News, and participants who were not told the source), which 

showed that the networks did not affect the result, but the headlines did. 

  

Niven also agrees that the perception of media bias is fueled by the public‘s knowledge of media 

bias, which is enhanced through the media‘s coverage of bias in the media (Niven, 2001).   Trust 

in the media also plays into the perception of the media.  In a 1976 poll, 72 percent of the 

respondents said they had a great deal or fair amount of trust in the media, compared to a 2005 

poll that resulted in 50 percent of the respondents having a great deal or fair amount of trust in 

the media (Carroll, 2005).  

  

Additionally, Lee found that trust in the media was related to trust in the government and could 

be positively predicted by that trust.  Lee concluded that the more consumers believed in the 

government to do the right thing and the more liberal they are, the more likely the public will 

trust the media to report objectively (Lee, 2010).  

  

Rouner, Slater, and Buddenbaum concluded that if the public‘s perception of source bias is 

different than that of the journalist, the more likely the public is going to believe journalists 
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present quotes from one side of issues or present unfair, unbalanced news coverage (Rouner, 

Slater, Buddenbaum, 1999).  

  

D‘Alessio examined readers‘ perceptions of media bias and found that one in eight participants 

considered the article s/he read to be biased.  D‘Alessio, using Social Judgment Theory, 

concluded that this was because many of the participants were not focused on individual 

statements, and many may have considered them biased because they view all news reports as 

biased (D‘Alessio, 2003).  

  

In 1972, journalism professors Maxwell McCombs and Donald Shaw coined the term, agenda-

setting theory, while studying the 1968 presidential campaign.  McCombs and Shaw believe that 

the ―mass media have the ability to transfer the salience of items on their news agendas to the 

public agenda,‖ (Griffin, 2003).  They were not implying that reporters strive to put forth their 

views so as to influence the opinion of the audience.  However, McCombs and Shaw do believe 

―we look to news professionals for cues on where to focus our attention,‖ (Griffin, 2003).  And it 

is that agenda-setting that determines what is reported, and eventually printed.   

 

However, it is difficult to determine where media agenda begins and public agenda ends.  It is 

not easy to determine whether media agenda affects the public agenda, or if it is public agenda 

that drives media agenda.  In their study, McCombs and Shaw say, ―readers learn not only about 

a given issue, but also how much importance to attach to that issue from the amount of 

information in a news story and its position,‖ (McCombs, Shaw, 1972).  For example, when the 

World Trade Center buildings were destroyed September 11, 2001, reporters covered the issue 



113 
 

from the point of view that the United States was under attack.  Most of the information provided 

to the public shared that same agenda, which was supported by President George W. Bush.  

 

METHODS 

 

In order to determine whether there is a presence or a difference in political bias between a 

national daily, USA Today, and a city daily, Pittsburgh Post-Gazette, this study analyzed every 

political-type article on the front-pages of both newspapers from October 8, 2010 to November 

8, 2010.  For the purpose of this study, front-page articles on local political affiliates in The 

Pittsburgh-Post Gazette were not considered.  For example, articles on the Mayor or city council 

members were not included.   

 

This selection is representative of the comparative between a nationally circulated daily and a 

locally circulated daily.  That database included every political article found on the front-page of 

every issue from October 8, 2010 to November 8, 2010, which resulted in 17 articles from USA 

Today and 45 articles from The Pittsburgh Post-Gazette.  Non-political articles were excluded.  

My study defined ―political articles‖ as those that were concerned with political candidates, 

issues raised in the Congressional races, and local or national issues that relied more than 50 

percent on sources associated with politics for commentary.   

 

Article placement and coverage bias were the main determinants of this study.  McCombs and 

Shaw used position as a main determinant in their 1972 agenda-setting study, explaining that 

articles privileged on the front-page were evidence of primary focus on an issue (Griffin, 2003).  
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Likewise, this study uses the placement of front-page articles, whether above the fold or below 

the fold, as a determinant for privilege.  Articles that were placed above the fold were viewed as 

more important, and so were categorized as such.  Articles positioned below the fold would be 

viewed as not as important as articles placed above the fold.  In order to determine coverage bias, 

sources, photographs and headlines were analyzed.   

 

Sourcing 

 

While examining the media coverage of the allegation of WMDs in Iraq and terrorism, Sharp and 

Kiyan concluded that sourcing used in newspaper articles had a large impact on the overall 

narrative of the stories (Sharp, Kiyan, 2007).   

 

Liberal sources were any referenced source that belonged to a liberal organization (i.e. 

Democratic National Committee, Democratic party, College Democrats, etc.) or were self-

described liberals.  Democrats were counted as part of the liberal sources.   

 

Conservative sources were comprised of sources that belonged to conservative organizations (i.e. 

Republican National Committee, National Federation of Republican Women, etc.) or were self-

described conservatives.  Republicans and Tea-Party members were counted as part of the 

conservative sources. 

 

Neutral sources included any source that was not affiliated with a party (i.e. political analysts, 

political scientists, professors, etc.).  Members of the Independent party and non-partisan 
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organization members were counted as neutral sources.  Neutral, in this study, does not mean 

moderate. 

 

Photographs 

 

Visual design includes visual art, which works to communicate information visually to an 

audience.  Photographs are a type of visual design.  Articles that are accompanied by a 

photograph are seen as having more importance or significance.  Photographs placed on the 

front-page ‖receive the most attention and generally the most reaction,‖ (Rasmussen, 2002).  

Readers are attracted to color and graphics.  Therefore, having a photograph beside an article 

will attract readers to that article.   

 

In their 2005 article, Barrett and Barrington, studied 435 candidate photographs in seven 

different newspapers during the 1998 and 2002 election cycles, looking for bias.  They found, 

using Political Atmosphere Theory, that the bias concerning visual images would be consistent 

with the political character of each newspaper (Barrett, Barrington, 2005).  Based on their 

findings, I decided to examine pictures of candidates and party affiliates for bias.   

 

Headlines 

 

In their study of front-page headlines in five major Croatian newspapers, Omazic, Vlahov, and 

Ozanic determined that headlines on the front-page had the biggest influence on readers because 

their first contact was with the front-page (Omazic et al., 2010).   
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In this study, headlines were analyzed for content.  If the headlines mentioned or focused on a 

liberal party or organization, or a member of either, the headline was labeled liberal.  For 

example, in the November 3, 2010 issue of USA Today, the headline ―Hurdles ahead for White 

House agenda as Democrats falter: Concern over policies cripples incumbents,‖ would be 

counted as a liberal headline because of the headline‘s focus on the Democratic Party.   

 

If a conservative party or organization, or a member of either, was mentioned in the headline or 

was the focus of it, the headline was labeled conservative.  In the October 8, 2010 issue of The 

Pittsburgh Post-Gazette the headline, ―GOP attacking Manchin embarrasses Raese camp,‖ 

because the GOP and a Republican candidate were mentioned, despite the fact that a Democratic 

candidate was also mentioned in the article.  When conservative and liberal aspects are both 

mentioned in equal numbers, the headline is considered neutral.  However, when there are more 

of either conservative or liberal, the headline will be labeled whichever is mentioned most.  So in 

the afore-mentioned headline, there are two conservative tallies to one liberal tally, which makes 

for a conservative headline.   

 

Headlines that did not mention conservative or liberal party or organization members were 

counted as neutral headlines.  The headline, ―10 years later, new concerns about voting: 

Upgrades since Fla. debacle not enough,‖ appearing in the October 19, 2010 issue of USA Today, 

there are no conservative or liberal members or organizations mentioned, and so the headline 

was labeled as neutral.  Likewise, in an October 19, 2010 issue of The Pittsburgh Post-Gazette, 
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the headline, ―Corbett, Onorato set sights differently on guns,‖ mentions both a Democratic 

candidate and a Republican candidate.  Therefore, the headline was marked as neutral.   

 

RESULTS 

 

After analyzing the articles in the Pittsburgh Post-Gazette and USA Today for sourcing, visual 

imagery, headline content and placement, the results indicate that both newspapers are generally 

well-balanced.   

 

While there is a lot of discussion about politically biased media, these newspapers appear to 

consciously work toward political neutrality, considering my sample included all of the political-

type articles featured on the front-pages of both newspapers the month before the mid-term 

Congressional election.   

 

Table 1 shows the results of the sourcing, visual imagery, and headline content analysis for the 

Pittsburgh Post-Gazette.  The results show that the sourcing was very balanced, as there was 

only a difference of about 1 percent between conservative and liberal sources used.  

 

Even though the photographic results show a difference of about 8 percent between liberal and 

conservative images, there was only one more image categorized in the ‗liberal‘ content area 

used than conservative image.  Regardless, there were more neutral images used than both liberal 

and conservative images.   
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The results of the headline content analysis also illustrate a lack of bias.  There were more 

neutral headlines than liberal and conservative headlines, although there were nearly 4 percent 

more liberal headlines than conservative headlines.  Despite that 4 percent difference, the 

headlines are still considered balanced because there are more neutral headlines. 

 

Table 1:  Pittsburgh Post-Gazette Sourcing, Visual Imagery, and Headline Content 

 

 Liberal Conservative Neutral 

SOURCE 69  (40.8 %) 67 (39.6 %) 33 (19.5 %) 

PHOTOGRAPH 4 (33.3 %) 3 (25 %) 5 (41.7 %) 

HEADLINE 14 (31.1 %) 12 (26.7 %) 19 (42.2 %) 

TOTALS 87 82 57 

 

Table 2 displays the results of the sourcing, visual imagery, and headline content analysis of USA 

Today.  The source attribution in USA Today is very balanced.  The percentages only differ by 2 

percent between liberal and conservative and by about 3 percent between conservative and 

neutral.   

 

USA Today only used photographs with eight of their articles.  Fifty percent of those photos 

offered content that would be considered liberal.  Nearly 38 percent of the photos offered neutral 

content, and 12.5 percent of those, which ended up being one photo, were classified as 

conservative. 

 

The content of the headlines in USA Today were the most balanced of the results.  The liberal 

and conservative headlines were even at 35.3 percent, and the neutral headlines were only a 

slightly less 29.4 percent.   
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Table 2:  USA Today Sourcing, Visual Imagery, and Headline Content 

 

 Liberal Conservative Neutral 

SOURCE 47 (33.1 %) 50 (35.2 %) 45 (31.7 %) 

PHOTOGRAPH 4 (50 %) 1 (12.5 %) 3 (37.5 %) 

HEADLINE 6 (35.3 %) 6 (35.3 %) 5 (29.4 %) 

TOTALS 57 57 53 

 

Article placement is a very important component to consider when analyzing a newspaper for 

bias, as previously indicated in the methods section.  Table 3 displays the results of the design 

choices for the Pittsburgh Post-Gazette, while Table 4 shows that of USA Today.   

 

Overall, there were more neutral articles placed above the fold and below the fold than liberal 

and conservative articles in the Pittsburgh Post-Gazette.  The conservative articles were evenly 

distributed between above the fold and below the fold.  The liberal articles only differed by 4.5 

percent, giving below the fold articles the most.   

 

Table 3:  Pittsburgh-Post Gazette Article Placement 

 

 Liberal Conservative Neutral 

Above the Fold 5 (11.1 %) 6 (13.3 %) 8 (17.8 %) 

Below the Fold 7 (15.6 %) 6 (13.3 %) 13 (28.9 %) 

 

USA Today featured more neutral articles on the front page than conservative and liberal articles 

combined.  However, there was a slight conservative bias when it comes to the design choices of 

USA Today.  All of the conservative articles were featured above the fold, which indicates a 

small lean toward conservative bias.  The liberal articles were fairly even if the totals are 

considered instead of the percentages, as the above the fold articles only have a one article 

advantage over the below the fold liberal articles. 
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Table 4:  USA Today Article Placement 

 

 Liberal Conservative Neutral 

Above the Fold 2 (11.8 %) 5 (29.4 %) 6 (35.3 %) 

Below the Fold 1 (5.9 %) 0 (0 %) 3 (17.6 %) 

 

While the results did not indicate a significant bias for either Pittsburgh Post-Gazette or USA 

Today, they do say something about the media industry. 

 

DISCUSSION 

 

So what does this all mean?  When I began my inquiry into the issue of political bias in 

newspapers, I anticipated I would find what much of the public believes to be true: that it is clear 

that bias exists.  Instead, my sampling suggests that both newspapers I examined make a 

concerted effort to balance their political coverage.  

 

Before I conducted my research, I expected to find the local news medium to be more biased.  

Instead, I found that there is a slight lean in the above the fold and below the fold results in USA 

Today‘s article placement.  However, this sample size is so small it is difficult to draw broad 

conclusions from it.   

 

I will suggest however, more studies like that of Mantler and Whiteman.  Mantler and Whiteman 

analyzed the six major national dailies, looking for bias in the 1992 campaign coverage.  I 

expanded upon their study, analyzing another major daily newspaper, USA Today.  I also thought 

it would be interesting to add in a regional daily newspaper, Pittsburgh Post-Gazette, and find if 
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there were any significant differences in bias between the two.  However, I did not find that 

either one was particularly biased.  Nonetheless, more studies like Mantler and Whiteman‘s 

should be replicated as they ensure the entire news industry keeps balance and fairness at the fore 

in content decisions. 

 

The media have long since been known to be the watchdogs of democracy.  So who becomes the 

watchdog of the media?  Neutrality is of the utmost importance in the media.  Thus, it is 

incumbent upon all news media to be vigilant in terms of policies as well as self-analysis.  The 

news field would benefit from an assessment tool, based on the criteria used here or in the 

Mantler and Whiteman study that helps to keep track of content choices and tracks history.  A 

normative assessment tool that tracks patterns of source attribution, visual imagery, and headline 

content of newspapers could go a long way in bolstering consumer faith in the industry.   
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ABSTRACT 

Sustainability is an economic state where the demands placed upon the environment by people 

and commerce can be met without reducing the capacity of the environment to provide for future 

generations. Almost every consumer goes to the grocery stores at least once a week. It is a fact of 

life that consumers need to purchase food to survive. Consumers in southwestern Pennsylvania 

have a variety of grocery stores to choose from when they go to the grocery store. Regional 

southwestern Pennsylvania grocery stores' strategic plans for sustainability influence students' 

perception based on their knowledge and value of sustainability, which equates to a certain level 

of green; price; accessibility; buying brand preference; and sustainable marketing.   
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INTRODUCTION 

Living a life of sustainability is an issue every American seems to be concerned about 

these days. Living sustainably is known as living ―green,‖ and people across America are 

choosing this lifestyle to help clean up the environment. Living sustainably includes recycling, 

decreasing the amount of energy used each day, and lowering the amount of trash a person 

produces. Even businesses across the country are starting to live sustainably by operating as 

paperless, which is running their offices on the least amount of paper possible to save trees. 

Numerous opportunities are available for Americans to live sustainably. Recycling and 

reusing items are the most common ways. Another method for consumers is to buy from 

companies who use only the needed amount of packaging for products. For example, buying 

paper towels or toilet paper in bulk uses less packaging, and consumers can reuse the cardboard 

rolls leftover for craft projects or other ideas. Another way to live sustainably is to stop drinking 

bottled water. 1.5 million tons of plastic waste is due to bottled water (Baskind, 2009). If you 

simply bring your own water container to work, think of how much waste you will not be 

producing every day. Carpooling or taking the bus to work, school, or other activities is another 

way to decrease the amount of gas emissions released into the air each day. Another simple way 

Americans can increase energy efficiency is by monitoring your thermostat or using compact 

fluorescent lamp to save energy. 

All of the above are things that Americans can do to help save the environment. 

Americans should start putting forth the efforts to a green lifestyle. Many companies are 

introducing ―green‖ marketing campaigns to alert consumers that they are taking the initiative. 

Americans should follow in these company‘s footsteps and adopt the life of sustainability. 
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Although more and more consumers are going green, they anticipate businesses to be the green 

leaders. 

When businesses begin to offer and market eco-friendly products or going ―green‖, they 

are often developing sustainable policies and procedures. Sustainability is an economic state 

where the demands placed upon the environment by people and commerce can be met without 

reducing the capacity of the environment to provide for future generations. It can also be 

expressed in the simple terms of an economic golden rule for the restorative economy: ―Leave 

the world better than you found it, take no more than you need, try not to harm life or the 

environment, make amends if you do.‖ Sustainable or green products could consist of any of the 

following elements: 

 Products made with salvaged, recycled, or agricultural waste content 

 Products that conserve natural resources 

 Products that avoid toxic or other emissions 

 Products that save energy or water 

 Products that contribute to a safe, healthy built environment (for buildings) 

Also, a green service could be something as simple as receiving online statements or 

companies giving the option of paying online rather than writing a check and sending it in the 

mail, so that paper waste is reduced. 

Almost every consumer goes to the grocery stores at least once a week. It is a fact of life 

that consumers need to purchase food to survive. Consumers in southwestern Pennsylvania have 

a variety of grocery stores to choose from when they go to the grocery store, including Giant 

Eagle, Whole Foods, Trader Joe‘s, Giant Eagle Market District, East End Food Co-op, Right by 

Nature, Kuhn‘s, Shop‘n Save, Shurfine, and Aldi. Grocery stores and the industry play an 

important role in the community, especially in sustainability efforts, by providing food to the 

community. 
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The first Giant Eagle grocery store opened in 1936 on Brownsville Road in Pittsburgh, 

Pennsylvania. They became known as the innovators in the grocery store industry within the 

Pittsburgh region by continuously adapting to customer needs. Their values include: 

 Promote safety, health and wellness. 

 Celebrate inclusion and diversity. 

 Uphold the highest levels of integrity. 

 Think progressively and take calculated risks. 

 Become accountable for our commitments and actions. 

 Have pride in ourselves and our work. 

 Have fun. 

 

Today, Giant Eagle operates more than 200 stores, with the purchase of Riser Foods in 

Cleveland and County Markets in Maryland. The company employs over 35,000 throughout 

stores, warehouses and corporate offices. They have developed a new type of grocery store with 

Market District locations, a brand new Giant Eagle store format that invites customers to 

experience an exploration of food that is inspiring and enjoyable. Giant Eagle incorporates 

sustainability into their business plan through a recycling program, building Leadership in 

Energy and Environmental Design (LEED) certified grocery store locations, using renewable 

power, utilizing green refrigeration technology, and numerous other programs (Giant Eagle, 

2011). 

Whole Foods began in Austin, Texas in 1978 under the name SaferWay. After a flood 

destroyed the SaferWay grocery store, the first Whole Foods Market was opened in 1980. Since 

then, they have grown to over 300 stores in the United States and Canada. The mission of Whole 

Foods is ―Whole Foods- Whole People- Whole Planet.‖ 

 ―Whole Foods‖- They sell high quality, least processed, and natural foods to provide 

best-tasting and most nutritious food to their customers.  
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 ―Whole People‖- They treat their employees respectfully and fairly so that they become 

motivated to succeed at the workplace. A decentralized team culture helps to foster the 

company‘s policies for employees. 

 ―Whole Planet‖- The company has a commitment to sustainable agriculture by providing 

as much local produce as possible at any given time during the year. Whole Foods 

supports food banks, sponsor neighborhood events and donate to local non-profit groups 

(Whole Foods, 2011). 

Trader Joe‘s was founded in 1967 in Pasadena, California. Trader Joe‘s implemented a 

cost leadership strategy by putting innovative, hard-to-find, great-tasting foods in the "Trader 

Joe's" name. By buying direct from suppliers and not charging a fee to their suppliers, Trader 

Joe‘s cuts their costs and saves their customers money. Trader Joe‘s has about 300 store 

locations within the United States. Trader Joe‘s is involved in the communities where stores are 

located. Each store has a designated ―Donations Coordinator‖ position to handle requests for 

donations and involvement in community events (Trader Joe‘s, 2011). The values that Trader 

Joe‘s incorporates into their business plan include: 

1. Integrity 

2. Product-driven company 

3. Produce wow customer experiences 

4. Hate bureaucracy 

5. ―Kaizen‖ = ―Each one of us every day trying to do a little better. 

6. No elaborate budgeting 

7. Treating the store as the brand (Abraham, 2002) 

 

Right by Nature was founded by Pittsburgh natives. The single location in the Strip 

District of the Pittsburgh downtown area serves as a full-sized grocery store selling organic, 

natural and convention foods. The store has been open about 2 years now, and since its opening, 

they have gained a reputation for service, quality products and competitive prices. Right by 
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Nature does this by providing as many natural and organic products as possible along with top 

selling supermarket mainstream brands. Basically, the store markets to both sustainable 

consumers and those customers that may not be looking for sustainable or organic products 

(Right by Nature, 2011). 

The East End Food Co-op (EEFC) has been in the Pittsburgh area as a member-owned 

natural and organic grocery store since 1977. As a business, the co-op promotes sustainable food, 

environmental responsibility, and the well-being of the community. Cooperatives began in 

England during the 1840s, when English citizens formed their own store to buy food at 

affordable prices. The members of the cooperative developed rules and principles to run their  

co-op, which had not been done in past cooperatives. Modern co-ops, such as EEFC, use these 

principles as the basis for their business. Membership is not required to purchase products at the 

EEFC, but members receive discounts, access to the EEFC Federal Credit Union, and voting 

privileges for the Co-op‘s Board of Directors. Membership is a one-time fee of one hundred 

dollars (East End Food Co-Op, 2011). 

The mission of the EEFC is to bring good, quality food to consumers at fair prices and to 

promote the benefits of cooperative ownership. The EEFC offers products that are locally grown 

and often products that are in season. On their Web site, the EEFC lists all the local suppliers 

where the co-op buys their produce from as well as products in each of their food aisles. The 

EEFC has a policy on sustainability on their Web site as well. It states, ―The East End Food Co-

op strives to uphold its Ends Policy Statement in regards to sustainability.  This applies not only 

to our policies regarding the buying and selling of goods, but also to our daily operations, our 

community involvement, and our use of resources.  By supporting and building upon a strong 

local economy, we can ensure not only our own sustainability, but also that of our local partners 
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and our community.‖ The EEFC also holds lectures to educate community members about 

environmental awareness, wholesome food preparation, and responsible waste management 

(East End Food Co-Op, 2011).  
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PURPOSE OF THE STUDY 

The purpose of the study is to learn more about the topic of sustainability in grocery 

stores. Regional southwestern Pennsylvania grocery stores' strategic plans for sustainability 

influence students' perception based on their knowledge and value of sustainability, which 

equates to a certain level of green; price; accessibility; buying brand preference; and sustainable 

marketing. 

RESEARCH QUESTIONS 

 RQ1: What are students‘ understanding of sustainability and their level of knowledge of 

the topic? 

 RQ2: What are students‘ attitudes towards sustainability efforts in grocery stores? 

 RQ3: What actions are students prepared to take when going grocery shopping toward 

realizing a more sustainable lifestyle? 

 RQ4: How do the factor of level of green, price, accessibility, and brand preference affect 

students‘ decisions when shopping at the grocery store? 
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LITERATURE REVIEW 

Much research has been done about sustainability as well as students‘ perception toward 

learning about sustainability in business. Research has also been conducted about grocery stores 

and retail supermarkets beginning to implement sustainable policies and marketing practices. 

However, hardly any research has been done specifically about students‘ perception toward 

sustainable marketing initiatives in grocery stores.  

In their article ―Sustainability Entrepreneurship and Equitable Transitions to a Low-

Carbon Economy,‖ Bradley D. Parrish and Timothy J. Foxon describe that the intentions of 

sustainable entrepreneurs include improving environmental quality and social well-being to 

catalyze larger-scale socioeconomic transformations toward sustainability. Changing 

technologies along with green marketing strategies can contribute to the sustainability efforts to 

improve the profitability of companies deciding to go green. 

According to Sheila Bonini and Jeremy Oppenheim‘s global survey, ―61 percent of 

consumers say that corporations should take the lead in tacking the issue of climate change…by 

develop[ing] more and better Earth-friendly products. More than two- thirds of participants say 

they prefer to do business with environmentally responsible companies, but almost half say it is 

difficult to find green goods and services.‖ Bonini and Oppenheim believe that companies need 

to do a better job of marketing eco-friendly products. 

―Sustainability Matters, But Green Is Not Everything‖ is an article that discusses a study 

released by the Grocery Manufacturers Association (GMA) and Deloitte. The study stated that 

95 percent of consumers were open to buying sustainable products. 67 percent of consumers are 

actively looking for green products when they are shopping. According to the article, only 47 

percent of shoppers actually found the green product they were seeking, and even if they did find 
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the product, only 22 percent actually purchased the green product. From these statistics, you 

might wonder how this happens. If companies are advertising their green products effectively, 

why are only 22 percent of consumers purchasing their green products? It might be due to a price 

difference. If there is a significant price difference between an eco-friendly roll of paper towels 

and a normal roll, the average consumer will probably choose the normal roll, especially during 

the current economic times (Palmer, 2009). 

In the study, consumers said that their concerns when buying green include product 

performance and the legitimacy of the product‘s green claims. Other consumers simply said they 

were frustrated that they couldn‘t find the products in the store. Palmer interviewed Scott Bearse 

of Deloitte LLP‘s Enterprise Sustainability group. Bearse stated that, ―To capture the potential 

market value of green shoppers, retailers and manufacturers must do a better job of 

communicating the sustainable attributes behind the products to show the value of buying green 

to the shopper. Consistent, aligned messaging in stores, online and at other touch points will be 

essential to converting shoppers from simply being interested in going green to actually buying 

green.‖ Palmer also mentions that a company focuses on the quality of their products as well as 

their social and environmental benefits (Palmer, 2009). 

In their article ―Ethical and Social Responsibility Issues in Grocery Shopping: A 

Preliminary Typology,‖ several professors at the University of Plymouth in the United Kingdom 

give a description of consumers who are ethical and socially responsible. They tend to be 

younger, well-educated, middle to upper class, and mostly female. These customers tend to ―be 

more involved in community activities and willing to help others even if there is no personal 

gain‖ (Memery et. al, 2005). 
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In an article by Eastwood, Brooker, and Smith entitled ―Developing Marketing Strategies 

for Green Grocers: An Application of SERVQUAL‖, the authors discuss the results of a survey 

conducted in spring 2000. In the beginning of the article, they discuss that customers are not 

interested in the sustainable development as just a product category but also as a social cause. 

Consumers want to be invited to engage in the green market, and when they receive such an 

invitation from a company, they are often eager to engage. Strategies for consumer engagement 

include interactive Web sites as well as donating a portion of a company‘s profits to an 

organization (chosen by consumers) that works towards helping the environment. For example, 

American Express cardholders chose help fund a UNICEF project to bring clean drinking water 

to children across the world. Customer engagement can also be achieved by enabling consumers 

to act on their interests or interact with their peers through chat rooms and forums; by 

encouraging content creation and distribution; and by providing access to an event or experience 

that has perceived value. These are basic tips for general customer engagement that can be 

applied to customer engagement in the area of sustainable development (Eastwood et. al). 

Some of the literature discusses greenwashing. According to ―Green advertising: 

Greenwash or a true reflection of marketing strategies‖, ―greenwashing is a term used in the 

marketing industry to describe the deceptive use of green PR or green marketing in order to 

promote a misleading perception that a company's policies or products (such 

as goods or services) are environmentally friendly‖ (Karna et. al). Grocery stores and the grocery 

store industry needs to ensure that claims that are made concerning sustainable products can be 

justified. Companies should not be advertising products or business practices that have false 

advertising concerning sustainable marketing (Karna et. al).   

http://en.wikipedia.org/wiki/Deception
http://en.wikipedia.org/wiki/Green_PR
http://en.wikipedia.org/wiki/Green_marketing
http://en.wikipedia.org/wiki/Product_(business)
http://en.wikipedia.org/wiki/Good_(economics)
http://en.wikipedia.org/wiki/Service_(economics)
http://en.wikipedia.org/wiki/Environmentally_friendly
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METHODOLOGY 

To answer my research questions, I will conduct a survey to distribute to college students. 

The short survey was used to collect data to better understand student perception of sustainability 

efforts. The survey will be conducted online through Vovici. The survey will be open from 

December 2, 2010 to December 15, 2010. A professor of business classes at Robert Morris 

University, including Dr. Gayle Marco, will distribute the link to my online survey to her 

students. I will explain to the students that completing the survey is voluntary and will be helping 

me complete my senior honors thesis. 

Listed below are the questions included in the survey. 

1. Please rate the importance of your buying decisions of grocery store products based on 

the following factors. (Scale was: very unimportant, somewhat unimportant, no opinion, 

somewhat important, very important): 

 Price 

 Accessibility 

 Store location 

 Availability of organic products 

 Availability of local produce 

 Product brand 

 Product packaging is made from recycled material 

 Product packaging can be recycled after use 

 

2. Which of the following grocery stores do you most frequently purchase from? 

 Giant Eagle 

 Right By Nature 

 Whole Foods 

 East End Food Co-Op 

 Kuhn‘s  

 Trader Joe‘s 

 Giant Eagle Market District 

 Shop‘n Save 

 Other 

 

3. Please indicate the importance of the following factors to determine if a company is 

sustainable in the grocery store industry. 

 Sells local produce 

 Sells reusable bags 
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 Has paper or plastic bag option 

 Company mission statement discusses sustainability 

 Company has sustainable policies 

 Has signage or in-store displays about sustainability efforts 

 Efficient energy use in grocery stores, including efficient refrigeration and/or freezer 

units 

 Efficient lighting and/or use of natural lighting within the grocery store 

 

4. Which of the following do you use to evaluate the level of sustainability of a grocery 

store? (Check all that apply.) 

 Radio advertisements 

 Print advertisements 

 In-store displays or signage 

 Word of mouth 

 Web site 

 

5. What is the likelihood you would shop in a grocery store… (Scale was: very unlikely, 

somewhat unlikely, no opinion, somewhat likely, very likely) 

 Where you would have to pay for plastic bags if you did not bring a reusable 

shopping bag? 

 Where you would receive a discount for bringing reusable shopping bags? 

 That has sustainable practices that are visually carried out in the store? 

 That uses energy efficient refrigeration systems? 

 That uses energy efficient lighting and/or natural lighting? 

 

6. How important is it that a grocery store…. (Scale was: very unimportant, somewhat 

unimportant, no opinion, somewhat important, very important) 

 Sells reusable bags? 

 Utilizes energy efficiencies through store lighting and/or natural lighting? 

 Utilizes energy efficiencies through efficient refrigeration systems? 

 Has earned sustainability awards? 

 Recycles materials that are able to be recycled? 

 Encourages customers to use reusable shopping bags? 

 Utilizes energy efficiencies through water conservation? 

 Reduces waste? 

 Is LEED (Leadership in Energy and Environmental Design) certified by the U.S. 

Green Building Council? 

 

7. Which product would you prefer to purchase? 

 An aluminum can of soda 

 A plastic bottle of soda 

 

8. Which product would you prefer to purchase? 

 A reusable bottle for water 

 A plastic bottle of water 
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9. Which product would you prefer to purchase? 

 A paper bag 

 A plastic bag 

 

10. Which product would you prefer to purchase? 

 Soup in a microwaveable container that can‘t be recycled 

 Soup in an aluminum can that can be recycled 

 

11. Which product would you prefer to purchase? 

 Beverage in an aluminum bottle with a lid 

 Beverage in a plastic bottle with a lid 

 

12. Which would you prefer? 

 Read a newspaper online 

 Purchase a newspaper at the store  
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RESULTS OF SURVEY 

The survey was conducted in Dr. Gayle Marco‘s Principles of Marketing class with 111 

students responded to the survey between December 7, 2010 and December 9, 2010. This data 

will be discussed further. (See Appendix 1 for charts of the results.) 

In regards to the first question, when students rated the importance of buying decisions of 

grocery store products based on price, 49.5 percent responded very important, 39.4 percent 

responded somewhat important, 0.9 percent had no opinion, 10.1 percent responded somewhat 

important, and 3.7 percent responded very unimportant. When students rated the importance of 

buying decisions of grocery store products based on accessibility, 22 percent responded very 

important, 53.2 percent responded somewhat important, 10.1 percent had no opinion, 10.1 

percent responded somewhat unimportant, and 4.6 percent responded very unimportant. 

When students rated the importance of buying decisions of grocery store products based 

on store location, 25.9 percent responded very important, 49.1 percent responded somewhat 

important, 7.4 percent had no opinion, 9.3 percent responded somewhat unimportant, and 8.3 

percent responded very unimportant. When students rated the importance of buying decisions of 

grocery store products based on availability of organic produce, 2.8 percent responded very 

important, 16 percent responded somewhat important, 23.6 percent had no opinion, 28.3 percent 

responded somewhat unimportant, and 29.2 percent responded very unimportant. 

When students rated the importance of buying decisions of grocery store products based 

on availability of local produce, 9.2 percent responded very important, 32.1 percent responded 

somewhat important, 21.1 percent had no opinion, 21.2 percent responded somewhat 

unimportant, and 16.5 percent responded very unimportant. When students rated the importance 

of buying decisions of grocery store products based on product brand, 10.2 percent responded 
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very important, 48.1 percent responded somewhat important, 16.7 percent had no opinion, 17.6 

percent responded somewhat unimportant, and 7.4 percent responded very unimportant. 

When students rated the importance of buying decisions of grocery store products based 

on the fact that product packaging is made from recycled material, 3.7 percent responded very 

important, 25.7 percent responded somewhat important, 28.4 percent had no opinion, 21.1 

percent responded somewhat unimportant, and 21.1 percent responded very unimportant. When 

students rated the importance of buying decisions of grocery store products based on the fact that 

product packaging can be recycled after use, 7.4 percent responded very important, 32.4 percent 

responded somewhat important, 24.1 percent had no opinion, 15.7 percent responded somewhat 

unimportant, and 20.4 percent responded very unimportant.  

In response to the second question on the survey, students had a variety of responses as to 

what grocery stores they most frequently purchase from. 58.3 percent most frequently purchase 

items from Giant Eagle while 13 percent most frequently purchase items from Giant Eagle 

Market District. None of the students frequently purchase from the grocery stores of Whole 

Foods, Right by Nature, or East End Food Co-op. 0.9 percent of students frequently shop at 

Trader Joe‘s while 1.9 percent go to Shop‘n Save to purchase grocery store items. 7.4 percent 

most frequently purchase items from Kuhn‘s grocery store. 18.5 percent most frequently 

purchase from another grocery store not listed as an option. Some of the other stores that 

students listed include Wal Mart, Martin‘s, Costco, Shoprite, Giant, Leonard Labriola‘s Italian 

Grocery, Path Mark, K Mart, Aldi, and Save a Lot. 

For the third question on the survey, students indicated the importance of a particular 

factor to determine if a company is sustainable in the grocery store industry. In the first portion 

of the question, the factor was that the store sells local produce; 9 percent responded very 
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important, 45 percent responded somewhat important, 20.7 percent had no opinion, 18 percent 

responded somewhat unimportant, and 8.1 percent responded very unimportant. In the second 

portion of the question, the factor was the grocery store sells reusable bags; 4.5 percent 

responded very important, 29.7 percent responded somewhat important, 27.9 percent had no 

opinion, 24.3 percent responded somewhat unimportant, and 11.7 percent responded very 

unimportant. 

For the third factor, students considered the importance of the grocery store having paper 

bag or plastic bag option if customers do not bring reusable bags. For this question, 9.9 percent 

responded very important, 30.6 percent responded somewhat important, 27.9 percent had no 

opinion, 20.7 percent responded somewhat unimportant, and 8.1 percent responded very 

unimportant. Next, students rated the importance a grocery store‘s mission statement discussing 

sustainability. 7.2 percent responded very important, 30.6 percent responded somewhat 

important, 30.6 percent had no opinion, 21.6 percent responded somewhat unimportant, and 8.1 

percent responded very unimportant. 

For the fifth portion of the question, students rated the importance of a grocery store 

having sustainability policies. 9.9 percent responded very important, 38.7 percent responded 

somewhat important, 23.4 percent had no opinion, 21.6 percent responded somewhat 

unimportant, and 7.2 percent responded very unimportant. For the sixth factor, students 

considered the importance of the grocery store having signage or in-store displays about 

sustainability efforts. 4.5 percent responded very important, 34.2 percent responded somewhat 

important, 27.9 percent had no opinion, 20.7 percent responded somewhat unimportant, and 6.3 

percent responded very unimportant. 
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For the seventh portion of the question, students considered the importance of efficient 

energy use in grocery stores, including efficient refrigeration and/or freezer units. 16.2 percent 

responded very important, 36 percent responded somewhat important, 19.8 percent had no 

opinion, 18.9 percent responded somewhat unimportant, and 7.2 percent responded very 

unimportant. For the final part of the question, students rated the importance of efficient lighting 

and/or use of natural lighting within the grocery store. 14.4 percent responded very important, 

36.9 percent responded somewhat important, 21.6 percent had no opinion, 18 percent responded 

somewhat unimportant, and 7.2 percent responded very unimportant. 

The fourth survey question asked students which marketing tactics they use to evaluate 

the level of sustainability of a grocery store. Students were asked to check all that apply. 35 

students responded that they take a grocery store‘s Web site into consideration while 64 students 

evaluate a grocery store by word of mouth. 51 students utilize in-store displays or signage to 

evaluate the sustainability of a grocery store. 38 students consider print advertisements to 

evaluate the sustainability of a grocery, and only 22 students use radio advertisements as a 

marketing tactic to determine a grocery store‘s level of sustainability. 

The next survey question asked about the likelihood of a student shopping in a grocery 

store based on five factors. The first factor asked the likelihood of shopping at a grocery store 

where you would have to pay for plastic bags if you did not bring a reusable shopping bag. 4.5 

percent responded very likely, 16.2 percent responded somewhat likely, 14.4 percent had no 

opinion, 20.7 percent responded somewhat unlikely, and 45.9 percent responded very unlikely. 

The second factor asked the likelihood of shopping at a grocery store where you would receive a 

discount for bringing reusable shopping bags. 20.7 percent responded very likely, 41.4 percent 
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responded somewhat likely, 18.9 percent had no opinion, 10.8 percent responded somewhat 

unlikely, and 8.1 percent responded very unlikely. 

The third factor asked the likelihood of shopping at a grocery store that has sustainable 

practices that are visually carried out in the store. 7.2 percent responded very likely, 41.4 percent 

responded somewhat likely, 39.6 percent had no opinion, 8.1 percent responded somewhat 

unlikely, and 4.5 percent responded very unlikely. The fourth factor asked the likelihood of 

shopping at a grocery store that uses energy efficient refrigeration system. 9.9 percent responded 

very likely, 39.6 percent responded somewhat likely, 36.9 percent had no opinion, 9 percent 

responded somewhat unlikely, and 4.5 percent responded very unlikely. The final factor asked 

the likelihood of shopping at a grocery store that uses energy efficient lighting and/or natural 

lighting. 9.9 percent responded very likely, 39.6 percent responded somewhat likely, 33.3 

percent had no opinion, 9 percent responded somewhat unlikely, and 4.5 percent responded very 

unlikely. 

Question six on the survey asked students the importance of eight factors in grocery 

stores. For the factor of selling reusable bags, 5.5 percent responded very important, 30.3 percent 

responded somewhat important, 33 percent had no opinion, 16. percent responded somewhat 

unimportant, and 14.7  percent responded very unimportant. When asked about the importance of 

a grocery store utilizing energy efficiencies through store lighting and/or natural lighting, 14.7 

percent responded very important, 33 percent responded somewhat important, 26.6 percent had 

no opinion, 18.3 percent responded somewhat unimportant, and 7.3 percent responded very 

unimportant. Next, when students were asked about the importance of a store utilizing energy 

efficiencies through efficient refrigeration systems, 12 percent responded very important, 36.1 

percent responded somewhat important, 29.6 percent had no opinion, 15.7 percent responded 
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somewhat unimportant, and 6.5 percent responded very unimportant. For the factor of a grocery 

earning sustainability awards, 9.3 percent responded very important, 35.2 percent responded 

somewhat important, 34.3 percent had no opinion, 14.8 percent responded somewhat 

unimportant, and 6.5 percent responded very unimportant. 

Continuing with question six, students were asked about the importance of a grocery 

store recycling materials that are able to be recycled. 19.6 percent responded very important, 28 

percent responded somewhat important, 33.6 percent had no opinion, 13.1 percent responded 

somewhat unimportant, and 5.6 percent responded very unimportant. When asked about the fact 

that a grocery store encourages customers to use reusable shopping bags, 11.9 percent responded 

very important, 33.9 percent responded somewhat important, 33.9 percent had no opinion, 15.6 

percent responded somewhat unimportant, and 4.6 percent responded very unimportant. For the 

factor of utilizing energy efficiencies through water conservation, 13.8 percent responded very 

important, 33 percent responded somewhat important, 32.1 percent had no opinion, 15.6 percent 

responded somewhat unimportant, and 5.5 percent responded very unimportant. When asked 

about the fact that a grocery store reduces waste, 20.2 percent responded very important, 37.6 

percent responded somewhat important, 24.8 percent had no opinion, 11 percent responded 

somewhat unimportant, and 6.4 percent responded very unimportant. Finally, students were 

asked about the importance that a grocery is LEED (Leadership in Energy and Environmental 

Design) certified by the U.S. Green Building Council. 15.6 percent responded very important, 

25.7 percent responded somewhat important, 38.5 percent had no opinion, 12.8 percent 

responded somewhat unimportant, and 7.3 percent responded very unimportant. 

The last set of six questions involved students‘ preference to purchase specific items. 

69.1 percent of students preferred to purchase a plastic bottle of soda, and 30.9 percent students 
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preferred to purchase an aluminum can of soda. 59.8 percent of students preferred to purchase a 

reusable bottle for water while 40.2 percent preferred to purchase a plastic bottle of water. 58.2 

percent preferred to purchase a plastic bag, and 41.8 percent would rather purchase a paper bag. 

65.1 percent of students preferred to purchase soup in an aluminum can that can be recycled 

while 34.9 percent preferred to purchase soup in a microwaveable container that can‘t be 

recycled. Next, 66.4 percent of students preferred to purchase a beverage in a plastic bottle with 

a lid while 33.6 percent preferred to purchase a beverage in an aluminum bottle with a lid. 

Finally, 65.7 percent of students preferred to read a newspaper online while 34.3 percent 

preferred to purchase a newspaper at the store. 
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CONCLUSIONS 

Almost half of the students considered price to be very important when purchasing at a 

grocery store. Store location is another important factor when students go to the grocery store. 

Also take into consideration that all students surveyed go to Robert Morris University, located in 

Moon Township, which is a suburb of Pittsburgh. There are several groceries within a ten-mile 

radius of the campus. From the above data, students surveyed do not highly consider the 

availability of organic produce when grocery shopping. The availability of local produce is not 

of the utmost importance to students, but about 30 percent of the students believe the availability 

of local produce is somewhat important in a grocery store. The majority of students (60 percent) 

rated product brand as being important when purchasing items at the grocery store. 

Almost fifty percent of students rated the importance of buying decisions of grocery store 

products based on product brand to be somewhat important. However, students tend to switch 

brands based on price because price is an important factor to this market. Students may not be 

prepared to take as much action toward buying more sustainable products since they are more 

focused on price. Students would be motivated by discounts or rewards programs. Adults are 

more likely to be brand loyal because price is not as much of an issue for them. These customers 

may be more willing to try a sustainable product by a brand that they recognize and have been 

loyal to. 

In terms of students‘ buying decisions based on store accessibility, about 75 percent of 

the students answered that this factor was very important or important. When it comes to 

sustainable marketing, about half of students use word of mouth as well as in-store displays or 

signage as the marketing tools they use to evaluate sustainability of a grocery store. Few students 
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listen to radio advertisements to evaluate the sustainable level while one-third of students utilized 

company Web site and print advertisements to evaluate the sustainability of a grocery store. 
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RECOMMENDATIONS 

 

 Grocery industry, including grocery stores, Pennsylvania Department of Agriculture, and 

Pennsylvania Food Merchants Association, needs to educate people or change the 

perception of locally grown produce as well as organic produce. An example of a 

successful campaign that promoted well-being is the Got Milk? campaign. The industry 

as a whole may want to model a similar marketing campaign to promote sustainable 

products that are available and sustainable actions that are being carried out in grocery 

stores. 

 In addition to the marketing campaign, the industry leaders should create a program to 

teach general education about sustainability. This could include demonstrations of 

products in stores for adults as well as coloring or poster contests for children to involve 

the entire community.   

 Grocery stores should incorporate a sustainable mission into their business plan on their 

web site and on in-store signage. Grocery stores should strive to become community 

leaders and teach citizens to act sustainably. 

 Management and marketing staff at groceries need to look further into brand loyalty of 

products and the differences in brand loyalty between different age groups of customers. 

This can easily be implemented through the introduction of a ―Frequent Shopper Card,‖ 

such as a Giant Eagle Advantage Card, to track the purchasing behavior of customers. 

 Grocery stores need to focus on their customers‘ needs when developing programs. As 

stated above, the programs should achieve some level of changed behavior from 

consumers. For example, grocery stores could have a recycling program where customers 

bring in their used plastic bags and receive a small discount, earn points in a rewards 

program, or other incentives. 

 Another recommendation to change consumer behavior is to devote signage on store 

shelves to show customers where the sustainable products are located. The industry could 

develop a system that has levels of sustainability, preferably using different shades of 

green stickers to designate how sustainable a product is.  

 Grocery stores should consider giving a small discount (i.e. five percent) off their grocery 

store bill to customers who bring their own reusable bags rather than use plastic bags. 



152 
 

This discount has already been implemented by many grocery stores in the western 

United States and has been successful. 

 At the corporate level, grocery stores should consider forming advisory committees for 

sustainability within each department. These committees could brainstorm ideas, which 

might lead them to hire a ―chief sustainable officer‖ or an employee with a similar title to 

jumpstart green practices at the company.   
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Which of the following grocery stores do 
you most frequently purchase from?

Giant Eagle

Giant Eagle Market District

Whole Foods

Trader Joe's

Shop'N Save

Kuhn's

Right by Nature

East End Food Co-op

Other
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Other responses to which of the following 
grocery stores do you most frequently 

purchase from?

Wal Mart

Martin's

Costco

I don't grocery shop

Shoprite

Giant

Leonard Labriola's Italian 
Grocery

Path Mark

Save-A-Lot

Aldi
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Which product would you prefer to 
purchase?

Aluminum can of soda

Plastic bottle of soda

Which product would you prefer to 
purchase?

Reusable bottle for water

Plastic water bottle
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Which product would you prefer to 
purchase?

Paper bag

Plastic bag

Which product would you prefer to 
purchase?

Soup in a microwaveable 
container that cannot be 
recycled

Soup in an aluminum container 
that can be recycled
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Which product would you prefer to 
purchase?

Beverage in an aluminum 
bottle with a lid

Beverage in a plastic bottle 
with a lid

Which would you prefer?

Read a newspaper online

Purchase a newspaper at the 
store
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Abstract 

The non-profit sector has been growing; however, with economic downturn came a decrease in 

giving. Especially during these lean times, the relationship between the non-profit organization 

and its donors is one that is constantly changing. Using Social Exchange Theory as a guide 

during interview, this paper shows that the organization and its donors are building relationships 

based on mutual satisfaction. Through discussions with non-profit professionals, the research 

gathered information about donor motivation and organizations‘ practices. Although there are no 

set rules that non-profits should follow to attract and cultivate donors, some key practices for 

success were found: organizational transparency, donor respect, and mission centered 

fundraising. 
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Literature Review 

Will You Give Me a Gift? 

 Altruism as defined by Merriam-Webster is the ―unselfish regard for or devotion to the 

welfare of others (Agnes, 2003).‖ Look back over the past few years. When was the last time you 

did something purely for the benefit of others and with no regard on how it would affect you? 

Even the little things such as returning a lost item now have the finder expecting rewards. Often 

when our expectations of such rewards are not met we refuse to follow through with these 

charitable acts (Hesse, 2007, p. C.1). Every year, the Giving USA Foundation publishes a study 

entitled the Annual Report of Philanthropy. Recent reports have shown around a two percent 

decrease in the amount of money that is being donated from the previous years (Joyaux, 2009, 

n.p.). Why have individuals and corporations stopped giving their money to worthy causes? 

Looking further into where this money is coming from, the report shows that eight-two percent 

of the money is donated from individuals. With such as large portion of donations coming from 

individuals, what will non-profit organizations need to do in order to motivate individual donors 

to give their money again? The report also shows that most money is donated to religious and 

educational non-profits. With forty-eight percent of these donations going towards religion and 

education how are other organizations competing?  

 First, we must look at what it means to give. Alasdair Rutherford says that altruism is not 

the act of giving but rather a reason or part of giving. One can be purely altruistic when the 

concern for another is the main concern (2010, p. 11).  On the other end of the spectrum, one can 

give as a ―social contract‖ where the concern is no longer focused mainly on others but rather on 

what can others do for you (2010, p.5). Is not a social contract what we have when we expect a 

reward in return for our charity? The donor and non-profit organization create a ―contract‖ when 



178 
 

something is given in return for a donor‘s gift. Alasdair moves on to argue that donating is not 

simply altruism or social contract, but rather a combination of the two. This thought process 

agrees with Titmuss‘s statement that ―No donor type can…be characterized by complete, 

disinterested, spontaneous altruism (1970, p. 89).‖  

Now it is discovered that people are not purely altruistic it is necessary to look at why the 

donors would choose a specific organization over another. This is where the idea of competitive 

fundraising arises. Over the past few years, there has been an enormous increase in the number 

of charities. This causes the charities to compete against one another for donor‘s income 

(Bennett, 2003, p. 335). Although there is competition between non-profit organizations for 

donor‘s money it is also important to note that the organizations work together and share 

multiple donor markets with each other (2003, p. 338). Roger Bennett‘s study found that non-

profit organizations do not funnel money into discovering the competition‘s strategies. However, 

the organizations do use their marketing as a way to compete (2003, p. 343).    

Since charities are many and donor‘s money is few, how do the charities stand apart? A 

way a charity can stand apart is to fulfill the donor‘s expectation for rewards. Where does this 

expectation come from? As a person grows up they are involved in a ―giving process.‖ This can 

be seen from specific occasions were gifts are given such as birthdays, Christmas, and 

anniversaries. Davies, Whelan, Foley, and Walsh say that this giving process has four main 

stages: motives, actual process, outcomes, and the aftermath (2010, p. 414). The motives are 

where we begin to create these expectations. Davies, Whelan, Foley, and Walsh believe that 

there are two main motivations behind giving. We are either altruistic and want those receiving 

the gift to be happiest. Or we can be agnostic and want to feel personally satisfied by the reaction 

to the gift. From the beginning of the gift process, the choice is made as to what the reaction to 
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the gift will be. However, it doesn‘t matter whether the giver intends to be altruistic or agnostic. 

Davies, Whelan, Foley, and Walsh believe that no matter the giver‘s intentions the gift in itself 

creates an obligation to reciprocate (2009, p. 414). Although an organization is not a person, it is 

run by people who will feel that obligation to repay a donor‘s gift. Davies, Whelan, Foley, and 

Walsh discovered that the relationship would be damaged if there is no return gift (2009, p. 416).   

Non-profits are often unable to return gifts of the same value, so the organizations must 

look to other ways to reciprocate these gifts to their donors. Sinead McBrearty argues that social 

enterprise can be a way for non-profits to branch out and give back to their donors. In order to 

succeed at social enterprise an organization needs to have a product or service that can be sold 

(2007, p. 69-70).  This requires the non-profit to create a product that still reflects their mission, 

but is not something a donor can get from a for-profit organization at a lower cost. An example 

of social enterprise would be selling t-shits designed with the organization‘s logo or mission.  

However, an organization must also have the resources and support to undertake social enterprise 

and make it successful. McBrearty‘s study looked at organizations that were successful and 

unsuccessful at implementing social enterprise. Social enterprise was found to be successful 

dependent upon an organization‘s specific characteristics.  However, social enterprise also 

caused some organizations to drift away from their missions (p. 73). McBrearty proposed that it 

is important to discover if there are any other strategies for achieving the organization‘s goal that 

would work better.  As social enterprise is very expensive, it is not a viable option for many non-

profits, especially the smaller locally based organizations.  

Since not all organizations can afford the expense of social enterprise they need to look to 

other means to give something back to their donors in order meet donor‘s expectations. Another 

way to look at the donor‘s gift is as social investment. John Kingston and Margaret Bolton 
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describe this approach as giving the donor a level of involvement in the organization (2004, p. 

115). The organization would not only be taking a donor‘s money, but their knowledge and skills 

as well (p. 118). This type of relationship appears to be taking more from the donor and instead 

of giving them something in return, allows the donor to contribute to the organization. This 

investment type of relationship allows the donor a voice in the organization‘s actions and could 

be problematic for some non-profit organizations.  

A way that non-profit organizations can combine the ideals of social enterprise and social 

investment is through the process of relationship fundraising. Adrian Sargeant characterizes this 

as a process of retaining and developing the current donors (2001, p. 178). It is well known that 

keeping a current donor is much more attractive than having to find new ones. This could be 

because it costs an organization almost five times more to attract new donors then it does to 

maintain the current donors (Peterson, 1997).  Keeping current donors can be beneficial for non-

profits since their money needs to be spent more on the organization‘s mission. However, 

Sargeant found that donor retention can be a problem for non-profits. Like for-profits, non-

profits can lose donors because the donor can no longer afford to give, supports a different 

charity, dies, moves away, changes opinions, etc (2001, p. 179).  In order to combat these most 

popular reasons for leaving, non-profits need to invest in the individual donors. Giving the donor 

options will allow them to feel important (p. 180). Sargeant‘s study found that, when non-profits 

lost donors because they didn‘t build a relationship, those donors searched for an organization 

that did (p. 188). This suggests to non-profit organizations that in order to keep their donors from 

leaving the organization needs to build relationships with individual donors. The study also 

showed that timely communication and respecting donor requests strengthened the bond between 

the donor and the non-profit organization (p.189). Asking the donors how they prefer to be 



181 
 

contacted is a considerable part of creating a positive relationship between the non-profit 

organization and the donor (p. 190). 

Creating a relationship between the non-profit and the donor is important; however, after 

this relationship is created it must also be maintained. Organizations need to allocate more time 

and resources to donor relations because it will create an increased donor loyalty (Worth, 2002). 

It can be difficult to begin relationship cultivation if an organization is not familiar with the 

process. Kelly believes that there are four stages to the donor relationship, the last being 

relationship nurturing (2000).  An organization may argue that they are already attempting to 

cultivate donors; however, for relationship cultivation to work, the organization needs to 

maintain all relationships, not just those with the elite donors (Waters, 2006, p. 75).  

The organization can see that building a relationship is important but the next question is 

how do they build the relationship? Hon and Grunig created a scale based on four dimensions: 

trust, commitment, satisfaction, and control mutuality (1999). The donor needs to feel a sense of 

trust in the non-profit organization and become committed to their mission. How does the 

organization give a sense of satisfaction to the donor that will result in a mutually beneficial 

relationship? Water‘s study found that donors saw the relationship they had with the organization 

to be communal where both parties involved benefited. The donors that gave annually also saw 

the relationship as an exchange (2006, p. 80). Waters put it the best ―it is vital that they dedicate 

resources into relationship cultivation with all of its donors (2006, p. 84).‖ 

Years of research has been done into the different strategies and processes that non-profit 

organizations use to successfully communicate with their donors. The research shows that it is 

imperative that non-profit organizations build individual relationships with their donors and 

cultivate the donors over the years. However, not much research has been done into the specific 
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practices of maintaining this relationship. This study attempts to discover some of the practices 

non-profit organizations use to cultivate the relationship and what resources they tap into in order 

for it to be a success.      

Method 

Social Exchange Theory 

Data for this study was collected from interviews with professionals in the non-profit 

sector. The author spent on average an hour discussing the general practices of the sector and the 

practices specific to the organization for which the professional worked. In order to develop the 

interviews, the author looked to communication theory. The theory used to guide the interview 

process was social exchange theory. This theory was originated in 1958 by George Homans 

(Roloff, 1981). Over the years, there have been many other researchers involved in social 

exchange theory. Social exchange theorists developed a working definition of social exchange 

theory. Social exchange theory is defined as the ―voluntary transference of some object or 

activity from one person to another in return for other objects or activities (Roloff, 1981, p. 21).‖ 

Looking at this in terms of a non-profit relationship, the donor is one person in the relationship, 

and the non-profit organization is another. So, for the relationship between the donor and 

organization to follow social exchange theory, there needs to be an exchange of objects or 

activities between the two parties. When the non-profit organization receives a donation it turns 

the giver into their donor. As mentioned in the literature review, in the past there was not a 

necessity to reciprocate; however, recent research now shows most donors are expecting 

something in return for their donation. 
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 The expectation of reciprocity among donors provides the opportunity to dive more into 

social exchange theory as it relates to the relationship of non-profit organization to their donors. 

As the definition explains in this situation, social exchange is about transferring something from 

the donor to the non-profit organization and the non-profit organization transferring something to 

the donor in return. According to Michael E. Roloff, there are few resources that humans have 

the capacity to exchange, among these are love, status, goods, information, money (p. 22). 

Money is what donors usually give to the non-profit organization. In the process of gift giving, 

an equal exchange is the best way to create a sense of satisfaction and reduce anxiety of both 

parties (Davies, Whelan, Foley, & Walsh, 2010, p. 414). However, creating an equal exchange 

between the organization and the donor is difficult since non-profit organizations are unable to 

give money to their donors in return. In order to maintain an equal relationship, the non-profit 

organizations need to look to giving a mixture of the other resources: love, status, goods, and 

information.  

The exchange of these resources leads into another main part of social exchange theory 

discovered by some other theorists. Thibaut and Kelley introduce the ideals of game theory into 

social exchange. Their inclusion of game theory ideals in social exchange theory suggests the 

idea that the outcomes of one person are linked with the outcomes of others (Griffin, 2010, p 

197). In this scenario, the outcomes of the non-profit organization are linked with the outcomes 

of the donors. The non-profit organization will only be able to succeed with the donations given 

from the donors. In return, the donors will only be able to get something back from the non-

profit organization if the organization is successful. This shows that for either the donors or the 

non-profit organizations to be successful, the other party must have a successful outcome as well. 

Looking at the relationship‘s outcomes brings John Stuart Mill‘s minimax principle into social 
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exchange theory. Mill asserts that people desire maximum benefits and minimum costs (p. 197).  

The cost to the donors needs to be less than the benefits they receive from the non-profit 

organization in return for their donation. However, the non-profit organizations need to make 

sure that their costs, the donors‘ benefits, are not more than the benefits they receive from the 

donors. In this way like the outcomes, the non-profit organizations and donors also have linked 

costs and benefits.   

Interviews 

Using Social Exchange theory, lead to the questions asked in the interviews with the non-

profit professionals. In order for the relationship to fit into social exchange theory, the non-profit 

organization and the donors need to exchange something that fits into the categories of love, 

status, goods, services, information and money and has positive outcomes and maximum benefits 

for both involved parties.  

The interviews were conducted in a mutually agreed upon location. One interview was 

completed by phone. Each interview lasted from 30 to 90 minutes. Questions centered on the 

relationship between the non-profit organization and the donors, focusing on the five resources 

used in social exchange theory. The discussion also included any other information the 

interviewee thought was important regarding their non-profit organization relationship with the 

donors. 

The first interview was with Kara Rutowski, Executive Director of The Learning 

Institute. This interview was conducted over the phone and lasted about thirty minutes. During 

this interview, Kara Rutowski spoke of her broad experience in several non-profit organizations.     
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The second interview was with Marilyn McDaniel, founder and manager of McDaniel 

Leff Consultants, a consulting business for non-profit and for-profit organizations. Marilyn‘s 

company specializes in helping the organizations find solutions to problems such as 

misappropriation of funds and lack of fundraising success. McDaniel Leff Consultants seeks to 

correct major issues with an organization‘s board members and employees by replacing members 

with those who reflect the organization‘s mission. McDaniel Leff Consultants is not a non-profit 

organization and charges fees; however, Marilyn has been working in the non-profit sector for 

many years. Marilyn uses non-profit strategies such as relationship fundraising and other 

practices when she is hired to help non-profit organizations.  

The third interview was with Jerry Mote, who is currently the Director of Fundraising 

and Development for The Bradley Center, a small non-profit organization located in Robinson 

Township, Pennsylvania. The Bradley Center is a place where children that suffer from some 

personal issues such as physical or emotional abuse, emotional stability, or anger issues can live 

and learn in residence at the Bradley Center for at least one year. The children also attend 

counseling to work on their specific needs. Most of the Bradley Center‘s operational funding 

comes from third party sources such as insurance companies; however, the center does still need 

to fundraise for the children‘s other needs.  

The final interview conducted was with Maree Gallagher, the Director of Development at 

Focus on Renewal, a non-profit organization that serves the communities of Stowe and McKees 

Rocks, Pennsylvania. Focus on Renewal services the local communities in various ways. The 

first is through a local food bank where all are welcome, while some visitors come in for food, 

others come just to use the phone. Focus on Renewal also has a health clinic, arts center, and 

various other community outreach programs.   
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Findings 

Initial Interviews 

The first two interviews conducted gave me a larger understanding of the requirements of 

the relationship between a non-profit organization and their donors. These were used as guides 

when conducting the final two interviews. The first interviewee, Kara Rutowski, sees four 

motives behind donors giving to an organization: recognition, tax deduction, agreement with 

mission, and desire to get involved. These can all be given by a non-profit organization by using 

the resources defined in social exchange theory. The easiest way to do this is through a concept 

known as transparency. Kara emphasized the importance of informing the donors what 

percentage of the money donated goes to programming and what percentage goes to staffing. 

Transparency starts with the organizations sharing information, but sharing this information 

leads to sharing status, service, and even love.   

Other than being transparent as possible, the other main concept Kara said was necessary 

to the non-profit organization‘s relationship with its donors is remaining donor-centric. In Kara‘s 

experience the organization needs to create a balance between asking donors for money and 

sending the donors information. The organization needs to make sure that they are not making 

their donors feel used. In order to create this sense of donor respect, the non-profit organization 

needs to take into account their donors‘ wishes. The organization should ask the donor to how 

they want to be contacted and always leave the option to opt out of any communication. Keeping 

track of this information can seem like a daunting task for the non-profit organization; however, 

Kara‘s solution to this problem is a moves management tracking program such as DonorPro. A 

moves management system is a way of keeping track of information such as what happened 
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when a donor is contacted, next steps to be completed, who takes the action, and the timeline for 

action (Mirenda, 2003, p. 8). Inputting the donor‘s information into a software program or even a 

simple Excel spread sheet will help the non-profit organization keep track of the donor‘s 

individual wishes. 

The second interview brought about an even greater understanding of the organization‘s 

relationship with the donors. Marilyn McDaniel, a non-profit consultant, believes that the two 

critical aspects of every non-profit organization are their mission and their relationships. 

Fundraising starts with the mission. The organizations that need help most are those that have 

issues creating coherence between their mission and their fundraising techniques. When an 

organization loses sight of its mission, then their donors are less likely to understand or agree 

with their practices. Everything that the organization does must first be thought of in terms of 

their mission. Before planning a fundraiser, a non-profit organization must ask itself does this 

fundraising event fit with the mission or is it going to go against what we are trying to convey?  

Other then looking at the mission, Marilyn believes an equally important part of non-

profit fundraising is the relationships. Keeping with the mission is also a big part of these 

relationships since donors will want to see that their money is supporting the organization‘s 

mission. Marilyn discussed the different ways organizations fundraise: annual fundraising, major 

gifts, capital campaigns, planned giving, events. Each of these fundraisers starts with building 

some kind of relationship. These relationships are formed in various ways. First relationships can 

come from who the company already knows. Board members can contact their friends and see if 

anyone is willing to donate. This takes advantage of the relationship that these potential donors 

already have with the board members. Another way to build relationships is to use a list broker to 

generate a list of donors that fit the organization‘s criteria. This is how the organization can find 
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people that are more likely to donate to their mission. After a non-profit organization has these 

donors or continues to bring in new donors, the next step is maintaining the relationship. Marilyn 

explained that an organization needs to be a ―good friend‖ to its donors. Ask what they want 

from the organization, give them what they want, and recognize them for their actions.  

A major part of maintaining productive relationships with donors is transparency. An 

organization needs to be as transparent as possible. When people even see a hint of secrecy or 

something that is suspect, they are going to wonder if their donation is really doing what the 

organization says it is. The main points that came from this interview were: stick true to the 

organization‘s mission, cultivate current relationships, build new ones, and be open and truthful 

with the organization‘s donors.  

Organization Interviews  

 After the first two interviews, I spoke with professionals from two non-profit 

organizations about their fundraising practices in order to see how the organizations reflected the 

principles of Social Exchange Theory and the critical characteristics of transparency, donor 

respect, and mission centered fundraising discovered in the first two interviews. After a brief 

explanation of how the two organizations were chosen, the remainder of the section will be 

broken into three parts. Each part will discuss a critical characteristic of successful non-profit 

organization relationships with donors and how the two non-profit organizations reflect these 

characteristics. Connections will also be made between these characteristics and the principle 

resources exchanged in Social Exchange Theory.    

 Of all the various categories of non-profit organizations, two I chose to talk with are well 

established organizations that have a relationship with Robert Morris University‘s Office of 
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Civic Engagement. The Bradley Center started in 1905 as an orphanage for children and has 

evolved over the years to become an inpatient treatment center for children and adolescents. 

Focus on Renewal was established in 1969 as a community center for the Stowe and McKees 

Rocks communities. It has grown to include health services, a community credit union, and an 

arts center.  

Choosing to talk to these organizations comes somewhat from the selfish desire to learn 

more about organizations that service children and the community. However, I also chose not to 

look into non-profits such as universities or heath organizations because these types of non-

profits have an alumni base that they can contact to request donations. Those that are alumnae of 

The Bradley Center or Focus on Renewal are either not financially able to donate or are not still 

in contact with the organizations. Looking into these organizations, I was able to see 

relationships that were created by the organization originally for the purpose of receiving 

donations, rather than having that relationship history found with alumnae donors.   

 The first and largest critical characteristic of the relationship between the non-profit 

organization and their donors is transparency. As noted in the interviews with Kara Rutowski 

and Marilyn McDaniel, even the tiniest hint of suspicion in an organization will cause them to 

lose current or potential donors. The easiest way to combat this suspicion is to be as open as 

possible with the donors. Share with donors where their donation is going into the organization, 

what is being done with the money, and who is benefiting. The Bradley Center and Focus on 

Renewal have similar techniques used for sharing this information with the donors. The first and 

fastest way the organizations share information is through their websites. For example, Focus on 

Renewal was recently given $5,000 for their health care facilities. On their website in a section 

entitled News, Focus on Renewal explains not only where the money came from but also how 
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the money will be used to help families in need pay for medical care such as testing and 

emergency transportation. Likewise, The Bradley Center has a link entitled News on their 

website to share similar information.  

 Focus on Renewal and The Bradley Center also use newsletters to share their 

organization‘s information. The Bradley Center‘s news page on their website includes a copy of 

the newsletter which is also sent via mail to their donors. A newsletter is a way for the 

organizations to reach multiple generations. The websites are great for the younger more 

technologically proficient donors; however, older generations still want updates on the 

organization‘s activities. Using the multiple channels to share their newsletters allows the 

organization to reach these multiple generations whether they are computer literate or not. Like 

the websites, the newsletters share information about where the donations are going. For 

example, most of the stories in The Bradley Center‘s newsletter discuss where donations go. One 

story described how donated money was used to create a Santa‘s Secret Workshop where the 

students at The Bradley Center could choose five gifts to give to their family members at 

Christmas. Newsletters are a great way to share a lot of information and stories; however, the 

cost of printing can be high. The organizations need to look at the minimax principle of social 

exchange theory and to determine if cost to print and mail newsletters is less than the benefit of 

sharing information with supporters. More often than not newsletters are an effective resource.  

 The final and most inexpensive way the two non-profits remain transparent with their 

donors is by welcoming them into the physical organization. Many of The Bradley Center‘s 

recent fundraisers have been campaigns. The center is asking their donors to give money for 

specific items such as carpet, beds, or playground equipment. When The Bradley Center wants to 

show the donors what the money is being spent on, the center can show them the bed, carpet, or 
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swing set that the donor essentially purchased. Not only is this sharing information with the 

donor but it also allowing the donor to feel a sense of status by associating their name with the 

item. Similarly, Focus on Renewal has an open door policy and encourages their donors to come 

and visit their facilities. Maree Gallagher says the best way to show donors what Focus on 

Renewal does is to bring them to the food center to meet the people that are served.  

 After being transparent with donors, another critical characteristic of the relationship 

between non-profit organizations and their donors is donor respect. As Marilyn explains, an 

organization must be a good friend to the donor and the donor will be a good friend to the 

organization. Whenever a gift is given, it is a natural reaction to thank the person who presented 

the gift. Therefore, thanking donors is naturally a part of showing donor respect. Kara Rutowski 

believes that thanks for a donation should be given within 24 hours of the donation. This can be 

difficult in some cases. Both The Bradley Center and Focus in Renewal believe in thanking the 

donor as soon as possible. At The Bradley Center a thank you letter is mailed within two days of 

the donation. Depending on the size of the donation, some larger amounts will receive thank you 

phone calls from the Director of Development and even larger amounts, usually greater than 

$400, will receive a phone call from the Chief Executive Officer of the organization.  

 Along with thanking the donors, the organizations must acknowledge the donor‘s 

expectations. Donors have expectations on how the non-profit organization should treat them. 

The donor‘s expectations include a large category of activities. It can encompass anything from 

how they wish to be contacted by the organization to if they even want contact at all. An easy 

way to decipher a donor‘s expectations is to include questions when collecting their contact 

information. Organizations should ask questions like: what is the way you would prefer to 

receive information from our organization? Would you like to be added to a mailing list? What 
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information would you like from the organization in the future? Would you like further contact 

with the organization?  Not only will these questions show the donor that the organization is 

interested in respecting their wishes, but also can save the organization printing costs if a donor 

would rather receive a newsletter via email instead of regular mail. This is the area of donor 

respect I found lacking in both The Bradley Center and Focus on Renewal. Both organizations 

just assumed that when a donor gave their email or home address they were interested in 

receiving information from the organization. Assuming this could hurt the organization‘s cause. 

A donor may be more likely to read the e-newsletter rather than the print version that was sent to 

the donor‘s home or vice versa. Knowing what the donor expects will help the organization to 

give them what they want.  

 The final part of donor respect is recognizing them for their gift to the organization. 

Recognition is an easy way for the organization to give status to their donors. This helps the 

relationship follow social exchange theory by adding another resource for the organization to 

share. Recognition flows easily with the aspect of transparency. In organizations that are already 

sharing information to remain transparent, it is easy to add sections for recognition. This is why 

some of the ways The Bradley Center and Focus on Renewal recognize their donors are also the 

ways they remain transparent. Using their websites and newsletters discussed earlier, these 

organizations post sections where the names of individual and group donors are displayed for the 

whole world to see.  

 Another way that The Bradley Center recognizes its donors is through their annual 

Volunteer and Donor Recognition Breakfast. This breakfast invites their donors into the 

organization, allowing The Bradley Center to remain transparent in its operations. The breakfast 

not only brings the donors into the organization, but also brings the donors together. This is a 
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way that the donors can be recognized for their time and money, and see who else has given to 

the organization. This is an interesting way to be recognized because like Focus on Renewal, The 

Bradley Center is able to recognize people on paper. Through the breakfast the center can also 

recognize people in person, giving the donors the chance to feel even more connected to the 

organization.  

 Like The Bradley Center, Focus on Renewal has their own way of sharing their donors 

with the community in order to give them recognition. Focus on Renewal holds many 

community events such as an anniversary gala and recently the arts center‘s grand opening 

celebration. At these events, Focus on Renewal hands out programs. In the programs, not only 

are the donors listed, but also there are advertisements. Focus on Renewal has decided that 

simply recognizing their donors is not enough. They will also allow their donors to advertise for 

their personal jobs and services. This takes recognition to another level. Not only is Focus on 

Renewal giving status in their programs, but they are providing an advertising service as well.  

 The final critical characteristic of the relationship between non-profit organizations and 

their donors is mission centered fundraising. The idea of mission centered fundraising is about 

creating fundraising events that complement the organization‘s mission. For example, Black tie 

galas are expensive. Holding an event like this for Focus on Renewal probably would not be very 

helpful since most of the community they serve could not afford to attend. Marilyn gave an 

example of the disconnect between the mission and fundraising. Having an expensive dinner for 

an organization that is helping feed the homeless may cause the donors to wonder why money is 

being spent on a fancy dinner instead of on food for the homeless. There were not any cases at 

Focus on Renewal or The Bradley Center that would cause a donor to wonder why money was 

being spent on an event rather than the organization‘s mission.  
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 Sometimes having fundraising that doesn‘t seem mission centered might not hurt the non-

profit organization‘s reputation among donors. Examples of this are The Bradley Center‘s annual 

golf classic and wine dinner. These events do not seem to coincide with the organization‘s 

mission. The center serves children and, at first glance, having a wine dinner would seem not to 

fit The Bradley Center‘s mission. However, the money from the event is still going to the 

children. The event is offers fellowship, recognition, and even status building for donors. Events 

such as these build a donor community with its own social exchanges. There may be a 

disconnect between the children and the wine; however, the evening is still about creating donor 

relationships that will benefit the organization.  

 Focus on Renewal stays mission focused through its new Arts Center. Many of the 

fundraising events that currently take place involve the arts and bringing them to the community. 

A strategy that Focus on Renewal uses to remain focused on their mission is to have the students 

who are learning at the Arts Center perform at the events. This is a way to stay true to their 

mission, while also showing the community what their donations are accomplishing by putting a 

face to those benefiting from the center.   

 Having mission focused events is not the only thing an organization needs to remain 

mission centered.  Organizations‘ fundraising can be affected by accepting donations from 

someone whose actions, words, or past conflicts with the organization‘s mission. An example of 

this would be if The Bradley Center accepted money from someone who had physically or 

emotionally abused a child. If this was the case, donors could wonder if the center was more 

concerned with the safety of the children or rather with helping to rehabilitate the abuser‘s 

image. The Bradley Center has never had a problem with a donor attempting to rehabilitate their 

image by donating to the center. Like The Bradley Center, Focus on Renewal is concerned about 
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who participates in their events and always chooses performers who reflect positively on the 

organization and donors who share Focus on Renewal‘s community centered values.   

Conclusions 

 This study shows that the relationship between the non-profit organization and their 

donors is in fact a social exchange relationship. The organizations interviewed share volumes of 

information with their donors via websites and newsletters. The sharing of this information not 

only allows the organization to tap into the resource of information but also offers donors status, 

love, and goods as well. Donors were able to be recognized for their contributions to the 

organizations. Realizing that this relationship is a social exchange of love, status, goods, 

services, information, and money will help non-profit organizations to build stronger bonds with 

their donors and, in turn, cultivate them.  

 The study also showed that transparency is the most important aspect of the non-profit 

organization‘s side of the relationship. Transparency allows the non-profit to provide many of 

the resources of social exchange, mainly information and status. Since non-profit organizations 

cannot give money back to their donors, they are forced to rely more on the other resources. The 

sharing of information through transparency leads to these other resources such as status or 

recognition for the donor‘s gift. 

 Finally, the study showed that it is important for non-profit organizations to individualize 

fundraising. What events will work for one group might not work for another. It is important to 

look to the organization‘s mission and the donors‘ expectations when creating appropriate 

fundraising events. For example, arts events work well for Focus on Renewal because a large 

part of their organization is dedicated to bringing the arts to the community; however, they might 
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not work as well for The Bradley Center whose focus is more on the health and wellbeing of 

children.  

Limitations 

As no study is perfect, there were some limitations to the research conducted here. The 

first limitation was the size of the study. Had there been more time to conduct interviews, the 

study would have included more organizations. Another limitation was the diversity of the 

individuals within the organizations that were interviewed. The interviews were conducted with 

individuals that were in top positions in their organizations such as development directors, 

managers, and executive directors. Further understanding of the non-profit‘s relationship to their 

donors could have been gained by talking with more individuals in each organization.  

Another limit of this study was the types of organizations I interviewed. As noted earlier, 

I chose to look into smaller organizations that were unable to tap into their alumnae base. 

However, I feel that there is an interesting relationship between a non-profit and its alumnae that 

may be beneficial to the non-profit organizations and is worth researching.  

The final limitation I can see is that I did not interview the non-profit organization‘s 

donors. This study gathered a lot of interesting data from the non-profit organizations about the 

steps they take to maintain a relationship with their donors. However, it was limited in the fact 

that there was no discovery into how the information was received on the donors‘ end. Had this 

study been more extensive, I would have surveyed the non-profit organization‘s donors to 

understand their reactions to the steps the non-profits were taking to maintain their relationship. I 

believe this is an important part of the non-profit‘s relationship with their donors and warrants 

further research.     
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Abstract 

Fifteen percent of all countries are considered to be tax havens which are defined by nominal 

taxes, a lack of transparency in government tax laws and banking regulation, and an economy 

driven by tax-free activities.  Considered to be highly prevalent in the global economy, tax 

havens are suspected to hold $11.5 trillion in offshore assets.  Opponents of tax havens believe 

tax havens weaken the social welfare and infrastructure of developed countries, hinder the 

development of developing countries, and undermine voluntary compliance to tax laws.  

Proponents of tax havens cite the encouragement of efficient government spending and a tax-

haven-based-economic-development-strategy as positive effects of tax havens.  Global efforts by 

regulatory bodies have tried to reduce the negative impacts of tax havens but the issue is still 

widely debated.  It is believed that through a combination of increased transparency, greater 

efforts of detection, stronger punishments, and support for the tax haven‘s economy, the negative 

effects of a tax haven can be reduced. 
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1. Introduction 

 What do the foothills of Andorra, the snowcapped Swiss Alps and the warm coasts of 

Bermuda have in common?  These countries, along with many others, are considered to be tax 

havens.   Although there is not a standard definition of a tax haven, there are several 

characteristics in common amongst jurisdictions that have been named as havens.  Tax havens 

are highly prevalent on a global scale and have a significant impact on the intertwined 

international economy.  While some impacts are positive for both havens and non-havens, there 

are also a series of negative events that happen because of the practices employed by tax havens.  

Various governments and regulatory bodies have enacted legislation and initiatives over the 

years to reduce the negative impacts of tax havens, but problems still exist.  Increased 

transparency, detection, prevention and support of tax haven economies are needed to combat the 

harmful practices of tax havens.  Although ending the harmful practices of tax havens will help 

non-haven states, the economic well-being of haven jurisdictions must be considered when 

negotiating changes to the international financial system. 

2. Defining a Tax Haven 

 A standard definition of a tax haven does not exist.  However, the Organization for 

Economic Co-operational Development (OECD) offers four criteria to consider in defining a tax 

haven.  First, examine the tax structure of the jurisdiction (Addison, 2009, pp. 705-706).  Under 

the OECD guidelines, a tax haven would likely impose zero or nominal taxes.  Second, 

determine if there is a lack of transparency for transactions that occur within the jurisdiction 

(Addison, 2009, p. 706).  For example, the availability of accounting records and underlying 

documentation for financial transactions would play a role in this transparency.  Jurisdictions 

with little transparency are more likely to be tax havens.  Third, examine the laws and 
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administrative practices of the jurisdiction (Addison, 2009, p. 706).  Countries with laws and 

practices that prevent the exchange of information between governments and allow taxpayers to 

benefit from zero or nominal taxation have the potential to be tax havens.  Finally, review the 

investment activity within the jurisdiction to see if such activity is purely tax driven (Addison, 

2009, p. 706).  A country that attracts investment solely because of its tax structure would likely 

be identified as a tax haven.  If a jurisdiction is found to have the characteristics described above, 

it is likely to be considered a tax haven by the OECD. 

 The United States government has its own definition for a tax haven.  In 2009, Senator 

Carl Levin introduced the ―Stop Tax Haven Abuse Act‖ in which a tax haven was defined as a 

―foreign jurisdiction that qualifies as an offshore secrecy jurisdiction‖ (Tanenbaum, 2009).  The 

bill defines an ―offshore secrecy jurisdiction‖ as a jurisdiction that ―maintains corporate, bank 

and tax secrecy laws and industry practices that make it difficult to determine whether its citizens 

are using the jurisdiction to cheat taxes‖ (Tanenbaum, 2009).  As indicated by the definition of a 

tax haven produced in this bill, the United States government is most concerned with tax secrecy 

laws and industry practices in other countries that facilitate tax evasion in the United States.  

Countries with strong secrecy guidelines and low transparency would be under greater scrutiny 

for being a tax haven. 

3. Characteristics of Tax Havens 

 Tax havens may not have a standard definition, but they have several common 

characteristics.  While not all havens may have all the characteristics considered as ―typical‖ for 

a tax haven, they will still be characterized by a majority of the generalizations.  Characteristics 

of tax havens can be divided into four categories: financial, demographic, political and legal, and 

geographic. 
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3.1.  Financial 

 Not surprisingly, many of the financial characteristics of tax havens revolve around the 

tax structure present within the jurisdiction.  First, tax havens have low personal income tax rates 

(Erwin, 2010, p. 325).  In additional to low personal taxation, tax havens tend to have zero or 

nominal corporate tax rates (Dharmapala, 2008, p. 662).  Furthermore, as one would expect, tax 

havens not only offer zero or nominal taxation to their citizens, but also to foreign investors 

(Dharmapala, 2008, p. 662).  This favorable tax structure is what entices investors to invest 

capital in the tax haven jurisdiction; less money paid in taxes means more money in the 

investor‘s pocket.  Another common practice of tax havens is known as ―ring fencing.‖  ―Ring 

fencing‖ is the act of exempting certain activities and financial segments from taxation and is a 

common practice in many tax havens (Erwin, 2010, p. 325).   

 While having zero or nominal taxes is not an illegal activity, it is the secrecy of tax 

administration that is commonly criticized.  Tax havens tend to have little transparency in tax 

rulings and administration, which leads to little or no information sharing with tax authorities of 

other jurisdictions (Erwin, 2010, p. 325).  This lack of transparency is what causes turmoil 

among tax authorities of tax haven and non tax haven jurisdictions because the non-haven is not 

able to collect necessary information about its citizens that are investing in the haven.   

 In addition to their tax structure, tax havens have commonalities in their financial 

services industries.  Tax havens have well-functioning financial industries (Addison, 2009, p. 

712).  Furthermore, because tax havens have such efficient financial industries, a large portion of 

a tax haven‘s GDP will come from the financial services industry (Addison, 2009, p. 712).  The 

premise of a tax haven is that its economy is driven by financial services and investment 
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opportunities.  A successful tax haven has human resources and capital available to create a 

strong financial industry. 

3.2.  Demographic 

 Common demographics exist among tax havens.  Research shows that tax havens are 

most likely to be small countries with a population below one million people (Addison, 2009, p. 

712).  Furthermore, a common characteristic among tax havens is a lack of natural resources 

compared to non-haven states (Addison, 2009, p. 712).  When a country lacks natural resources, 

it uses financial services to compete in the global economy.  In addition, tax havens have a 

―relatively sophisticated communication infrastructure‖ (Dharmapala, 2008, p. 663).  Because 

investing in the world market requires technology and communication, it is not surprising that 

tax havens invest in their communication infrastructure.  Finally, tax havens are more likely to 

use English as an official language (Dharmapala, 2008, p. 663).  English is often cited as the 

global language for business.  The financial services industry spans the globe, so fluency in 

English becomes a necessity for tax havens. 

3.3.  Political and Legal 

 In addition to a strong economic infrastructure, tax havens require a firm political and 

legal system.  A common characteristic of tax havens is high quality governance and low 

government corruption (Addison, 2009, p. 712).  Furthermore, it has been found that the political 

systems of tax havens are more likely to have a parliamentary structure as opposed to a 

presidential structure (Dharmapala, 2008, p. 663).  In addition to a strong governing system, tax 

havens have well-established legal markets which are often used to defend the jurisdiction‘s 

strong banking secrecy laws (Addison, 2009, p. 712).  Without this strong legal system, it is 

unlikely a tax haven would be able to remain a haven.  A legal system that supports financial 
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secrecy is a key aspect of a tax haven.  It has also been found that tax havens often lack a tax 

treaty with the United States (Luscombe, 2009, p. 3).  Finally, tax havens do not recognize tax 

evasion as a crime
1
 (Luscombe, 2009, p. 3).  While capital flight for the purpose of avoiding 

taxation is considered a criminal act by non-havens, tax havens recognize this behavior as an 

investment rather than a crime. 

3.4.  Geographic 

 Despite tax havens being located around the world, they still share common geographic 

characteristics.  One such characteristic is location close to a major capital exporting country 

(Addison, 2009, p. 712).  Additionally, research shows that tax havens are less likely to be 

landlocked and more likely to be islands (Addison, 2009, p. 712).  Islands do not always have the 

benefit of being located in close proximity to another country that could support their economy 

and trade.  Because the financial services industry does not require direct trade of tangible goods, 

islands can more readily compete in that market.  Finally, it has been found that tax havens are 

most highly concentrated in Europe, the Caribbean and the Far East
2
 (Luscombe, 2009, p. 3).   

4. Prevalence and Magnitude of Tax Havens 

 Based on the general definitions of a tax haven, as well as the common characteristics 

that tax havens have, several jurisdictions have been identified and labeled as tax havens.  

Countries commonly referred to as tax havens include Andorra, Monaco, Liechtenstein, the 

Marshall Islands, Switzerland, Aruba, and Bermuda.  Tax havens are highly prevalent.  In fact, it 

is estimated that approximately 15% of all countries are tax havens (Addison, 2009, p. 710).  The 

abundance of tax havens is also made clear in the ―Stop Tax Haven Abuse Act,‖ introduced by 

                                                           
1
 For example, Switzerland distinguishes between tax fraud and tax evasion, but does not consider tax evasion to be 

a crime (Jolly, 2009). 
2
 Countries from the Far East that are considered to be tax havens include Hong Kong, Mauritius, Vanuatu, Cook 

Islands, Labaun, Nauru, Seychelles, Niue Island and the Solomon Islands (Azzara, 2003). 
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Senator Carl Levin, which names 34 ―offshore secrecy jurisdictions‖ (Tanenbaum, 2009).  In 

addition to the list created by the United States, the OECD has a ―grey list‖ of more than 30 

countries that agreed to international tax standards, but have not implemented them (Tanenbaum, 

2009).  Together, the lists created by the United States and the OECD identify a large number of 

countries around the world that are acting as tax havens and facilitating capital flight. 

 Due to the large number of tax havens around the world, these havens facilitate the flow 

of assets from non-haven jurisdictions to haven jurisdictions.  It has been estimated that 

approximately one quarter of all United States firms‘ foreign direct investment is located in tax 

havens (Addison, 2009).  The United States is not the only country investing in tax havens.  In 

fact, an estimate of the value of assets held offshore by taxpayers, from all countries, is 

approximately $11.5 trillion (Smith, Bachmann, Cendrowicz, & Mayer, 2009, p. 25).  

Furthermore, it can be estimated that cross-border illicit financial flows into tax havens are 

between $800 billion and $1 trillion annually (Spencer, Cross-Border Tax Evasion and Bretton 

Woods II, 2009, p. 46).  In fact, it appears that the magnitude of tax havens is so large that as 

much as half of the world‘s trade appears to pass through tax havens, although they account for 

only 3% of the world‘s GDP (Addison, 2009, p. 703).  Cash flows to tax havens are material not 

only to the country that is losing tax revenue, but to the global economy.  Billions of dollars in 

cash flow and investments are created each year because of the existence of tax havens. 

5. Impact of Tax Havens 

 Tax havens have an impact on the global economy.  This impact ranges from non-haven 

losses in tax revenue to hindrance of development in third-world countries.  While not all 

impacts are felt on a global scale, some are of great concern to a particular non-haven. 
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5.1.  Impact on the United States 

 Most often, tax havens are scrutinized for causing non-haven jurisdictions to lose tax 

revenue.  It has been estimated that the United States loses $123 to $153 billion in annual tax 

revenue to tax havens
3
 (Addison, 2009, p. 707).  This means the United States has lost 

approximately $1 trillion in tax revenue in the last decade alone (Addison, 2009, p. 707).  While 

$1 trillion is a substantial amount, the actual value of lost revenue is even greater due to the time 

value of money.  Factoring in the time value of money, the amount of tax revenue lost by the 

United States to tax havens in the last decade is approximately $1.4 trillion (Addison, 2009, p. 

707).  This $1.4 trillion in lost revenue adversely affects the United States‘ social systems and 

infrastructure, which suffer from insufficient funding.  The inability to collect these tax revenues 

further adds to the annual tax gap and deficit encountered by the United States. 

 Lost tax revenue comes from tax evasion by both individuals and corporations.  Estimates 

show that United States citizens are responsible for over $1 trillion in off-shore assets, resulting 

in the evasion of $40 to $70 billion in personal income taxes each year (Addison, 2009, p. 707).  

Tax havens also facilitate corporate tax evasion.  If corporate tax evasion through the use of tax 

havens is factored in, the total amount of lost tax revenue increases by over $30 billion (Addison, 

2009, p. 707).  Tax evasion through tax havens reduces tax revenues in non-haven states and 

accounts for billions of dollars over the past decade. 

5.2.  Global Impact 

 The United States is not the only place facing negative impacts from the existence of tax 

havens.  Studies show tax havens have a negative impact on developing countries as well.  It is 

                                                           
3
 Cited by Addison from Simon J. Pak & John S. Zdanowicz, U.S. Trade with the World: An Estimate of 2001 Lost 

U.S. Federal Income Tax revenues Due to Over-Invoiced Imports and Under-Invoiced Exports (2002) (executive 

summary), available at http://dorgan.senate.gov/newsroom/extras/pak-zdan.pdf. 
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estimated that developing countries are losing tax revenue of at least $15 billion (USD) a year 

because of tax evasion by their wealthiest citizens (Addison, 2009, p. 708).  This estimate may 

be conservative as others have put the tax revenue loss as high as $50 billion
4
 (Addison, 2009, p. 

708).  Because developing countries are losing tax revenue to tax havens, they are unable to 

collect funds to support their citizens without taking out loans from developed countries.  

Developed countries may experience ―donor fatigue‖ because of the call for assistance from 

developing countries suffering from lost tax revenue (Spencer, Cross-Border Tax Evasion and 

Bretton Woods II, 2009, p. 46).  This donor fatigue causes strain to both the developed and 

developing countries involved. 

 Additional resources are also consumed due to the existence of tax havens.  For example, 

non-haven countries need to use additional resources for tax and law enforcement if they wish to 

collect tax revenue from tax haven jurisdictions (Dharmapala, 2008, p. 671).  The resources 

spent on law enforcement are being taken away from other societal functions, thus reducing the 

social welfare in non-haven states. 

6. Debating the Issue 

 In recent years, the issue and implications of tax havens have been a controversy.  While 

some individuals argue tax havens are a detriment to society and global markets, others argue 

that tax havens are for the greater good.  The arguments of opponents and proponents of tax 

havens are outlined below. 

                                                           
4
 As cited by Addison from Oxfam International, Tax Havens: Releasing the Hidden Billions for Poverty Education, 

http://publications.oxfam.org.uk/oxfam/display.asp?K=20040623_2316_000034. 
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6.1.  Anti-Tax Haven Arguments 

 One of the most commonly cited arguments against tax havens relates to the loss of tax 

revenue by non-haven states.  As noted above, capital flight and cross-border tax evasion leads to 

―donor fatigue‖ of non-haven states (Spencer, Cross-Border Tax Evasion and Bretton Woods II, 

2009, p. 46).  Developed countries are less willing to donate to developing countries that are 

unable to keep tax revenues within their borders.  When developing countries do not receive 

donations or funding, their development becomes stagnant and growth becomes more difficult. 

 Another argument against tax havens is that cross-border tax evasion reduces the 

aggregate social welfare since lost tax revenue is unavailable for the societal good.  Not only is 

tax revenue lost through monetary flows to tax havens, but also tax havens decrease the tax rates 

in non-haven states (Addison, 2009, p. 709).  Non-haven states reduce tax rates to offer greater 

incentive to individuals and corporations to keep tax revenues within their borders.  Ultimately, a 

lower tax rate means less tax will be collected in the form of tax revenues and non-haven states 

will have less revenue to fund their social welfare programs and infrastructure developments.  A 

counterargument can be made to this theory.  Proponents of tax havens argue that non-havens 

should close the tax gap, by eliminating wasteful spending.  If non-havens were able to maintain 

social welfare, despite the decreased tax rate, it would be an indication that the previously 

imposed tax rates were too high (Addison, 2009).  This counterargument has yet to be 

substantiated by any conclusive study
5
. 

 Finally, the ideology of voluntary compliance for tax law becomes important.  It can be 

argued that tax havens undermine voluntary compliance (Addison, 2009, p. 710).  Individuals 

                                                           
5
 See Joel Slemrod & John D. Wilson, Tax Compliance with Parasitic Tax Havens (National Bureau of Economic 

Research, Working Paper No. 12225, 2006), available at http://www.nber.org/papers/w12225. 
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and corporations do not want to be the only ―suckers‖ paying taxes if they see other individuals 

and corporations easily evading them without repercussion.  Additionally, non-haven states 

would have to spend more money on tax evasion law enforcement to provide a deterrent to tax 

evasion. 

6.2.  Pro- Tax Haven Arguments 

 One of the most commonly cited arguments in favor of tax havens is based on a theory by 

Charles Tiebout, an economist and geographer.  Tiebout‘s theory is that citizens should ―vote 

with their feet‖ (Addison, 2009, p. 709).  The idea of citizens voting with their feet encompasses 

the idea of individuals relocating to a new state if they do not like the mixture of public goods 

and services provided by their government.  Not wanting to lose the tax revenues of their 

citizens, governments are pressured to efficiently and effectively use tax revenues to improve 

social welfare (Addison, 2009, p. 709).  Under Tiebout‘s theory, if a government is spending tax 

revenues to the satisfaction of their citizens, the citizens will not relocate and will continue to 

pay their taxes; however, if a citizen is unhappy with government spending, they will relocate to 

a jurisdiction where the individual approves of the way the government spends tax revenues. 

 Two weaknesses have been identified in Tiebout‘s theory.  First, people are not 

completely mobile (Addison, 2009, p. 709).  Due to bureaucracy and international regulations, it 

is not always possible for a citizen to relocate.  Second, Tiebout‘s theory was conceived in a time 

when states were not connected on a global scale (Addison, 2009, p. 709).  Technology today 

allows for an individual to live in one part of the world and to have their assets located in a 

different part of the world.  A citizen may not agree with the way their government is spending 

tax revenue, but instead of moving, they simply evade the taxes by placing their assets in a tax 

haven where the asset will not be taxed.  The citizen would not be burdened by keeping their 
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assets in a remote location, because technology allows them to quickly access and retrieve highly 

liquid assets. 

 Not all individuals believe tax havens are a detriment to developing and underdeveloped 

countries.  In fact, some believe that becoming a tax haven is a successful economic 

development strategy for underdeveloped countries (Dharmapala, 2008, p. 665).  Evidence of 

this is cited in a study of tax havens and non-havens from 1982-1999.  During this period, tax 

havens experienced a higher rate of economic growth than non-havens (Hines, 2005).  Since 

nominal taxes attract investment, tax havens are able to entice investors to place their money 

within the tax haven.  Proponents of tax havens argue that a tax haven can be an efficient pass-

through for flows of money in situations where ―unnecessary‖ or ―uncertain‖ tax rules exist 

(Anonymous, 2009).  Once the tax haven has the assets within their control, the haven is able to 

re-invest that money elsewhere, thus developing their economy with the assets of non-haven 

citizens. 

7. Influential Regulatory and Governmental Bodies 

 Around the world there are regulatory and governmental bodies working to diminish the 

negative effects of tax havens.  Within the United States, the Internal Revenue Service (IRS) is 

assigned to tax revenue issues.  In response to the growing concern regarding tax havens, the IRS 

formed an international unit composed of 875 examiners plus 600 new members (Browning, 

2010, p. B.3).  This international unit‘s task is to review partnerships and wealthy individuals 

with at least $10 million in assets to identify tax evasion through the use of tax havens 

(Browning, 2010, p. B.3).  With this new task force, the IRS hopes to limit the number of 

individuals evading taxes through the use of tax havens. 
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 Outside the United States, there are international organizations working to resolve issues 

that arise from tax havens.  One such organization is the OECD which is comprised of 33 

member countries (OECD, 2010).  The OECD brings together the governments of countries that 

are ―committed to democracy‖ and the market economy while providing a setting where 

governments can compare policy experiences, seek answers to common problems, identify good 

practices and coordinate domestic and international policies (OECD, 2010).  Together, the 

member states of the OECD strive to facilitate agreements among countries in regards to tax 

information exchange between tax haven and non-haven states.  Furthermore, in effect, the G-20
6
 

has adopted the OECD concept of the ―internationally agreed tax standard‖ (Spencer, 

International Tax Cooperation: Centrifugal vs. Centripetal Forces: Part I, 2010, p. 41).  

Ultimately, the G-20 and OECD both call for an automatic exchange of tax information among 

member countries (Spencer, International Tax Cooperation: Centrifugal vs. Centripetal Forces: 

Part I, 2010).  Together, members of the G-20 and OECD work to diminish abusive practices by 

tax havens and individuals who invest in them. 

 Another organization with international membership is the Joint International Tax Shelter 

Information Center (JITSIC).  The JITSIC was formed in 2004, by representatives of Canada, the 

United Kingdom and the United States, with the intention of creating a ―bilateral exchange of 

information on specific abusive transactions and their promoters and investors‖ (Erwin, 2010, p. 

317).  Today, members of the JITSIC, which now includes Japan, South Korea and China
7
, 

                                                           
6
 The G-20 was established to ―bring together systemically important industrialized and developing economies to 

discuss key issues in the global economy.‖  The G-20 is made up of the finance ministers and central bank governors 

of 19 countries: Argentina, Australia, Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, 

Mexico, Russia, Saudi Arabia, South Africa, Republic of Korea, Turkey, United Kingdom, and the United States of 

America. The European Union, represented by the rotating Council presidency and the European Central Bank, is 

the 20th member (G-20, 2010). 
7
 South Korea and China are observers only (Erwin, 2010). 
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participate in real-time information exchanges on offshore promotions and schemes (Erwin, 

2010, p. 317). 

8. Legislation and Initiatives to Combat Tax Havens 

 Over the past decade, legislation and initiatives have been introduced to combat the 

negative effects of tax havens on non-haven states.  Several initiatives have been made in the 

United States and Europe during recent years with the purpose of increasing transparency in 

cross-border financial flows and cracking down on tax evaders.  

8.1.  Foreign Account Tax Compliance Act 

 The Foreign Account Tax Compliance Act (FATCA) is an initiative started in 2009 by 

the United States government.  FATCA aims at increasing disclosure about American clients 

who hold assets in undeclared offshore accounts.  By 2010, financial institutions will be required 

by FATCA either to disclose information about their American clients or to withhold a 35% tax 

on the account (Browning, 2010, p. B.3).  By disclosing information about their clients, or 

withholding a tax, the IRS will be better equipped to identify individuals responsible for tax 

evasion through tax haven jurisdictions. 

8.2.  Green Book 

 Another piece of legislation aimed at increasing disclosure by tax havens is known as the 

Green Book.  The Green Book was released by the United States Treasury on May 11, 2009 

(Marsan, 2009, p. 33).  Through the regulation outlined in the Green Book, the Treasury aims to 

―crack down on‖ the abuse of tax havens by United States citizens that are illegally hiding 

income and assets offshore in tax havens (Marsan, 2009, p. 33).  Qualified Intermediaries (QIs), 

or foreign financial institutions, are given greater responsibilities within the scope of the Green 
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Book.  Additional responsibilities for QIs include obtaining documentation from their customers 

and identifying the owners of income held within their financial institution (Marsan, 2009, p. 

34).  Furthermore, under the Green Book regulations, a QI would be required to file a 1099 with 

the IRS for each of its account holders with United States citizenship (Marsan, 2009, p. 34).  

Finally, the Green Book would require a QI to report various transactions about its account 

holders, such as United States and foreign source dividends and payments made to another 

United States citizen in excess of $600 (Marsan, 2009, p. 34).  Similar to FATCA, Green Book 

regulation is designed to increase transparency about the assets of Americans held off-shore so 

that the IRS is better able to determine tax evasion of United States citizens. 

8.3.  Last Chance Compliance Initiative 

 The Green Book was introduced in the midst of another initiative by the United States 

government to combat abuse of tax havens by Americans.  This initiative, known as the ―Last 

Chance Compliance Initiative‖ was a program run by the IRS from March 2009 through October 

15, 2009 (Erwin, 2010, p. 323).  This program offered reduced penalties to citizens in exchange 

for coming forward with information about money and assets stored in a tax haven (Erwin, 2010, 

p. 323).  The IRS expected about 7,500 people to participate in the program, but before the 

October 15, 2009 deadline, more than 14,700 taxpayers came forward to disclose information 

about off-shore accounts (Erwin, 2010, p. 323).  The large response by United States citizens to 

the Last Chance Compliance Initiative is an indication that when the IRS increases efforts to 

identify tax evasion through tax havens, citizens prefer current disclosure to facing larger 

punitive actions in the future. 
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8.4. Stop Tax Haven Abuse Act 

 Also in 2009, was the introduction of Senator Carl Levin‘s ―Stop Tax Haven Abuse Act‖ 

(Erwin, 2010, p. 327).  This act contained four main provisions aimed at reducing the use of tax-

havens to facilitate tax evasion.  First, there is a call for the establishment of a list of Offshore 

Secrecy Jurisdictions and transactions that take place within these jurisdictions that are income 

recognition events (Erwin, 2010, p. 327).  The list would allow taxpayers to determine if they are 

making financial transactions in a secrecy jurisdiction.  Second, the Stop Tax Haven Abuse Act 

calls for an extension of the statute of limitations to six years for cases where an offshore secrecy 

jurisdiction is involved (Erwin, 2010, p. 327).  This extension is designed to allow tax 

enforcement agencies greater time to collect the information they need about individuals who 

may be hiding assets in tax haven jurisdictions.  Third, any financial institutions that create 

entities in a listed offshore secrecy jurisdiction would be required to report their actions to the 

IRS (Erwin, 2010, p. 327).  Finally, individuals holding assets in offshore secrecy jurisdictions 

will no longer be able to cite a ―tax advisor opinion‖ as a reasonable cause for nondisclosure of 

investment in a tax haven jurisdiction (Erwin, 2010, p. 327).  Under this initiative, citizens would 

ultimately be responsible for their investment actions.  Working together, these four provisions 

are designed to increase disclosure and transparency in the transactions of offshore financial 

institutions and to place greater responsibility on individuals who hold assets offshore. 

8.5. European Union Directive on the Taxation of Savings 

 Outside of the United States, initiatives have also been made to reduce the negative 

impacts of tax havens.  An example of such an initiative is the European Union Directive on the 

Taxation of Savings.  The directive calls for the automatic exchange of information on interest 

paid within the European Union to individuals who are residents of the European Union 
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(Spencer, International Tax Cooperation: Centrifugal vs. Centripetal Forces: Part I, 2010, p. 45).  

Currently, there are plans to expand this initiative.  Expansion of the directive would make the 

directive apply to all sources and recipients of income, regardless of residency or citizenship in 

the European Union (Spencer, International Tax Cooperation: Centrifugal vs. Centripetal Forces: 

Part I, 2010, p. 45).  Under the expanded directive, disclosure would be increased between 

European and non-European financial institutions. 

8.6.  Model Agreement on Exchange of Information on Tax Matters 

 A global initiative to combat tax havens was introduced by the OECD.  In 2002, the 

OECD created the Model Agreement on Exchange of Information on Tax Matters (MAEITM) 

which sets the standard practices and principles for cash flows and tax treatments by haven and 

non-haven countries (Erwin, 2010, p. 325).  First, the MAEITM calls for the exchange of 

information on request when seen as ―foreseeably relevant‖ to the administration and 

enforcement of the domestic laws of the treaty partner (Erwin, 2010, p. 325).  A treaty partner 

must adequately establish and communicate the relevance of the requested information before 

the other treaty partner is obligated to comply with the request.  Second, under the MAEITM, 

there are no restrictions on the exchange of information caused by bank secrecy or domestic tax 

interest requirements (Erwin, 2010, p. 325).  In other words, the MAEITM‘s guidelines for 

information exchange override the member country‘s bank secrecy laws.  Third, member states 

that follow the MAEITM have the right to reliable information and the power to obtain it (Erwin, 

2010, p. 325).  Information produced must be reliable and rendered to the appropriate treaty 

partner once the treaty partner has demonstrated the relevance of the information.  Fourth, the 

MAEITM calls for the need to respect taxpayers‘ rights when investigating cases of tax evasion 

through tax havens (Erwin, 2010, p. 325).  In addition to respecting taxpayers‘ rights, strict 
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confidentiality is required under the MAEITM (Erwin, 2010, p. 325).  The MAEITM protects 

taxpayers by preventing treaty partners from violating the confidentiality rights and personal 

freedoms of individuals under investigation.  Together, these guidelines establish and protect the 

rights of both taxpayers and jurisdictions.   

 While the MAEITM is considered to be a respected model by many countries, there are 

weaknesses within the framework.  The first weakness of the MAEITM is that the agreement 

only allows countries to ask for assistance and information from other countries in well-

developed tax evasion cases (Spencer, Cross-Border Tax Evasion and Bretton Woods II, 2009, p. 

50).  Countries with tax cases not deemed to be well-developed will be considered as mere 

―fishing expeditions‖ which may hinder the investigative work of the tax authority.  A second 

weakness of the OECD‘s model is that if a tax haven jurisdiction signs at least twelve Tax 

Information Exchange Agreements (TIEAs), that jurisdiction will be considered to have 

―substantially‖ implemented the internationally agreed tax standard (Spencer, Cross-Border Tax 

Evasion and Bretton Woods II, 2009, p. 52).  The weakness in this standard is that twelve TIEAs 

are minimal when it is considered that there are 30 OECD member countries and 162 other 

countries
8
 (Spencer, Cross-Border Tax Evasion and Bretton Woods II, 2009, p. 52).  Finally, 

opponents of the OECD‘s MAEITM point out that ―cooperation pledges‖ by tax havens are 

merely symbolic statements that do not require any immediate or decisive action (Addison, 2009, 

p. 715).  Together, these weaknesses undermine the purpose of the MAEITM and reduce its 

effectiveness in information exchange among haven and non-haven jurisdictions. 

                                                           
8
 Example: Bermuda was elevated to the OECD‘s ―white list‖ after signing 12 TIEAs with the United States, 

Australia, the United Kingdom, New Zealand, the Netherlands, Denmark, Faroe Islands, Finland, Greenland, 

Iceland, Norway and Sweden.  The Faroe Islands and Greenland have small populations and minimal economic 

activity.  Furthermore, this list of 12 countries does not contain a developing country that would benefit from the 

exchange of tax information (Spencer, Cross-Border Tax Evasion and Bretton Woods II, 2009, p. 52). 
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9. Proposed Solutions to the Tax Haven Problem 

 While much of the proposed and enacted legislation is designed to reduce the negative 

effects of tax havens, any complete resolution to the problem must focus on transparency, 

prevention, detection, and punishment, as well as support for the tax haven‘s economy.  

Together, these four concepts work to decrease capital flight to tax havens and reduce the 

negative economic impact on non-haven states. 

9.1.  Transparency 

 A key problem with tax havens is their opaque tax structure and administration.  This 

secrecy denies non-haven states access to pertinent information that would be used to identify tax 

evasion.  Under current TIEA conditions, ―tax havens are not required to help a foreign 

government identify previously unknown tax evaders‖ and most TIEAs do not ―override back 

secrecy provision[s] in the tax haven laws‖
9
 (Addison, 2009, p. 718).  To resolve these issues of 

secrecy, there is a need for country by country reporting (Spencer, International Tax 

Cooperation: Centrifugal vs. Centripetal Forces: Part I, 2010, p. 51).  Requiring all countries to 

name the individuals who hold investments within in their borders would allow for non-havens, 

as well as havens, to know where their citizens are holding and investing assets.  Mandating 

countries to name the beneficiary of assets held in their jurisdiction would also increase 

transparency (Spencer, International Tax Cooperation: Centrifugal vs. Centripetal Forces: Part I, 

2010, p. 51).  If a haven was required to identify both the investment owner and the primary 

beneficiary, the non-haven would be better equipped to handle situations of tax evasion. 

                                                           
9
 Cited by Addison from the Testimony of Reuven S. Avi-Yonah Before the Senate Finance Committee on Offshore 

Tax Evasion, 110
th

 Cong. (May 3, 2007), available at http://www.senate.gov/~financehearings/testimony/ 

2007test/050307testra-y.pdf. 
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 Although some TIEAs do not adequately address issues of transparency, they can be 

revised for the benefit of non-haven countries.  On November 30, 2010 a new TIEA, between the 

United States and Panama, was signed.  Once enacted, the TIEA will permit the United States 

and Panama ―to seek information from each other on all types of national taxes in both civil and 

criminal matters for tax years beginning on or after November 30, 2007‖ (USDT, 2010).  In 

addition, the United States will have access to information related to bank accounts held by 

United States citizens in Panama (USDT, 2010).  Information exchanged between the United 

States and Panama under the new TIEA, will be used solely for tax purposes, unless an 

agreement to use the information for other purposes is reached in writing (USDT, 2010).  If a 

revised TIEA adequately addresses the transparency issues experienced in the past, old TIEAs 

could be rejuvinated to meet the current needs of both non-haven and haven jurisdictions. 

 An additional solution to the lack of transparency is to change how information is 

exchanged.  To make sure information is provided when it still holds value for the jurisdiction 

receiving it, there needs to be an automatic information exchange (Spencer, International Tax 

Cooperation: Centrifugal vs. Centripetal Forces: Part I, 2010, p. 51).  Usually, the older the 

information, the less value it holds.  Countries that have statutes of limitations on cases of tax 

evasion would have the greatest benefit from an information exchange that happens 

automatically when a citizen invests in, or transfers assets to, a foreign jurisdiction. 

9.2.  Punitive Provisions 

 In addition to sharing information amongst countries, there must also be a global 

agreement defining tax evasion and addressing how evasion through tax havens should be 

handled.  There needs to be an international harmonization of offenses and punitive provisions 

for tax evasion (Spencer, International Tax Cooperation: Centrifugal vs. Centripetal Forces: Part 
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I, 2010, p. 51).  A global effort to identify and prosecute individuals taking part in tax evasion 

through tax havens would send a strong signal to tax evaders of all jurisdictions.  Strong punitive 

provisions would deter the use of tax havens and reduce capital flight. 

9.3.  Prevention and Detection 

 In addition to disclosing information and enforcing punitive provisions to combat tax 

havens, efforts must be made to prevent and detect capital flight.  One form of detection comes 

in the form of audits.  As of 2009, only about 1.03% of all federal tax returns were audited 

(Addison, 2009, p. 725).  While the audit rate of all tax returns is important, the greatest concern 

is associated with the audit rate for high net worth individuals.  In 2007, the IRS audited 

approximately 9.25%
10

 of individual income tax returns where income was listed over $1 million 

and 2.26%
11

 of tax returns where income was reported between $200,000 and $1 million 

(Addison, 2009, p. 725).  Together, these figures indicate that a large percentage of individuals 

with high net worth will not face an audit.  There needs to be an increase in audit rates for high 

net worth individuals to detect if income and assets are being held in tax havens (Addison, 2009, 

p. 726).  Increasing audit rates will be beneficial for two reasons.  First, higher audit rates will 

increase detection of capital flight to tax havens.  Second, increased audit rates will send a signal 

to high net worth individuals that non-haven states are not going to sit idly by while their citizens 

hide assets in foreign jurisdictions. 

9.4.  Supporting Tax Haven Economies 

 Tax havens pose a multifaceted global problem that will not be resolved unless non-

havens and tax havens are able to negotiate a solution that will be beneficial to both parties.  The 

                                                           
10

 As cited by Addison, the IRS audited 31,382 of the 339,138 returns over $1 million. 
11

 As cited by Addison, the IRS audited 81,723 of 3,603,564 tax returns with incomes between $200,000 and $1 

million. 
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current approach to dealing with tax havens is for non-havens to legislate punishments for 

investing in, or for being, a tax haven.  But creating punitive regulations alone will not end 

harmful practices by tax havens.  The solution to ending the harmful practices of tax havens 

resides in aligning the interests of tax havens with non-havens. 

 The livelihood of tax havens resides in their financial services industry, and without it, 

many tax havens would falter.  Tax havens rely on the investments of foreign citizens and entice 

those investments through nominal taxes.  Because tax havens do not have access to large 

amounts of natural resources, their ability to enter into the global economy suffers.  Non-haven 

countries need to appeal to tax havens to make changes that would not destroy the tax havens‘ 

economies.  This idea is supported by Addison who states, ―without actually providing economic 

incentives to compensate the tax havens for decreases in their overall welfare and GDP derived 

from the tax haven‘s international finance industry, cooperating with tax enforcement agencies 

simply does not make business sense for the tax havens‖ (Addison, 2009, pp. 715-716).  Before 

tax havens are willing to change their financial practices, they will need economic incentive to 

do so. 

10. Conclusions 

 Although tax havens account for only a small portion of the global population, they 

facilitate a large flow of assets each year.  The nominal tax structure offered by tax havens 

provides citizens of non-haven countries incentive to participate in capital flight.  The social 

welfare of non-havens decreases when they lose tax revenue to tax-havens.  Often, the only 

individuals to reap the benefits of the tax haven are the haven‘s citizens who prosper from the 

foreign investment.  There is a need to eliminate the harmful effects of tax havens and this can be 
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reached through increased transparency, punitive provisions, prevention, detection, as well as 

support for tax haven economies. 

 There is a global need to for automatic exchange of information.  In addition to an 

automatic exchange of information, there needs to be a system of transparency in place that 

allows countries to identify where their citizens hold assets.  Furthermore, there needs to be a 

global agreement defining what tax evasion is.  Once a standard definition is set, work can be 

made toward harmonizing punitive provisions for tax evasion.  A common definition and set of 

regulations will facilitate for consistent application of law around the world.  Furthermore, after 

regulations have been created, countries need to work to prevent and detect cases of capital flight 

to tax havens.  Increased audit rates can be used to deter taxpayers from moving their assets to a 

tax haven. 

 Non-haven states may find it in their interest to use resources to help tax havens develop 

industries other than financial services.  Resources spent by non-haven countries to develop a tax 

haven, so that it is prepared to compete in the global economy on a basis other than tax evasion, 

would be a savings in resources spent to enforce tax evasion laws.  Rather than spending money 

to enforce tax laws in the future, non-havens could invest money in the diversification of the tax 

havens‘ economies now.   

 A joint effort, by tax havens and non-havens, needs to be made in the near future before 

any further economic damage is done.  The longer tax havens exist and continue to operate in the 

manner they do today, the greater the negative impact that will be felt by non-haven 

jurisdictions.  Developing countries will continue to struggle with growth and developed 
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countries will continue to generate large tax gaps if tax havens are not restructured.  An 

alignment of economic needs must be created and implemented by tax havens and non-havens. 
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Abstract 

A review of the literature of intrinsic and extrinsic motivation emphasizes the impact of external 

rewards on intrinsic motivation, called autonomous extrinsic motivation.  Tangible extrinsic 

rewards such as money tend to decrease intrinsic motivation, while tangible rewards, such as 

verbal praise and respect, tend to increase intrinsic motivation.  This intrinsic extrinsic 

dichotomy of motivation was used by Ryan and Deci to create autonomous extrinsic motivation, 

including in their Cognitive Evaluation Theory (CET) (2000b).  Ryan and Deci‘s CET was used 

in conjunction with their theory of a taxonomy of human motivation to create a survey that was 

administered to fourteen wait staff employees of Restaurant A.  According to the survey results, 

Restaurant A‘s wait staff employees chose tangible external rewards more frequently than 

intangible external rewards, suggesting that these employees have low intrinsic motivation.  

These results also led to the creation of the best possible mix of motivators management can use 

to facilitate increased employee motivation.
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Motivation: Effects of External Rewards on Intrinsic Motivation and its Application to 

Restaurant A 

 ―How can I influence employees to work more efficiently, and be more effective at 

work?‖ is a timeless question managers of any institution find themselves asking of their 

employees.  From seeking initiative in an unenthusiastic employee, to increasing an employee‘s 

productivity, the answer is simply, motivation.  What motivates an employee to perform, or to 

not perform a particular task and to what extent will the employee exert energy to thoroughly 

complete the task?  To begin, we have to define motivation, and secondly, investigate the 

techniques employees are likely to respond to and produce the desired outcome of their manager. 

 Motivation is simply, the impetus behind every action (Broedling, 1977).  More 

specifically, motivation can be dissected into two categories, intrinsic motivation and extrinsic 

motivation.  Intrinsic motivation is a ―cognitive state reflecting the extent to which the work 

attributes the force of his or her task behaviors to the outcomes derived from the task per se; that 

is, from outcomes which are not mediated by a source external to the task-person situation,‖ 

(Brief, 1977).  An action is considered intrinsically motivated when it is done simply because it 

is inherently interesting and enjoyable (Ryan & Deci, 2000a).  On the other hand, extrinsic 

motivation is a feeling driven by some type of an external reward that facilitates behaviors that 

are typically uninteresting or not valued by the individual being prompted. 

 While some researchers conceptualize intrinsic and extrinsic motivation as two separate 

entities (Broedling, L.A, 1977), some researchers such as Ryan & Deci (2000a) and Calder & 

Staw (1975b) believe that extrinsic motivation has either a positive or negative effect on intrinsic 

motivation, therefore producing autonomous extrinsic motivation (Broedling, 1977).  This 

positive or negative conceptualization suggests that rather than this dichotomy of motivation 
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being additive, intrinsic and extrinsic motivation are actually subtractive and interactive.  Ryan 

& Deci‘s Cognitive Evaluation Theory (CET) (2000b) aims to specify factors that explain what 

facilitates intrinsic motivation and suggests that there are two types of extrinsic rewards: tangible 

and intangible rewards.  Tangible external rewards, such as monetary gain, have a tendency to 

decrease intrinsic motivation, while intangible external rewards, such as verbal praise and 

positive feedback, increase intrinsic motivation (Ryan 1999). 

 This motivational dichotomy of intrinsic and extrinsic motivation and Cognitive 

Evaluation Theory (CET) will be applied to Restaurant A, a small restaurant in Pittsburgh, PA, 

employing approximately thirty employees, which consists of sixteen wait staff employees.  The 

goal of this study is to examine whether wait staff employees of Restaurant A have high or low 

intrinsic motivation, which will be determined by analyzing the wait staff employees‘ 

preferences in tangible or intangible extrinsic rewards to increase their motivation in the 

workplace.  A more comprehensive understanding of the ways in which employees respond to 

tangible and intangible external rewards may highlight ways managers can use a mix of these 

rewards to motivate wait staff employees. 

 The next section reviews the existing literature on motivation with a focus on intrinsic 

and extrinsic motivation.  The following section explains the study methodology and highlights 

the two specific research questions.  The following analysis section incorporates the empirical 

findings and my participant observation results as a wait staff employee of Restaurant A.  

Finally, the results of these findings are discussed, along with possibilities for further 

investigation. 
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Literature Review 

Motivation 

Motivation is a force that drives our society, because we are always asking the question why and 

trying to understand choices individuals make. Answering these questions, can help us 

understand motivation, the impetus behind every thought and action.  While there are many 

different aspects of motivation, this term can be described most effectively by dissecting it into 

two categories, intrinsic motivation and extrinsic motivation.  This is a very common and useful 

way of defining motivation as either a trait to describe a person‘s orientation towards his or her 

work, or a state describing a person‘s satisfaction at a given time (Broedling, 1977).  This 

dichotomy can be understood by recognizing the difference between intrinsic and extrinsic 

motivation.  Intrinsic motivation is a cognitive state reflecting the extent to which the worker 

attributes the force of his or her task behaviors to the outcomes derived from the task per se; that 

is, from outcomes which are not mediated by a source external to the task-person situation (Brief 

1977).  An activity is considered to be intrinsically motivated when it is done simply because it is 

inherently interesting and enjoyable (Ryan & Deci, 2000).  Intrinsic motivation is influenced by 

the internal factors of recognition, achievement, work itself, advancement, and responsibility 

(Wernimont, 1966).  Similarly, extrinsic motivation focuses on the extrinsic factors facilitated by 

management such as salary, hours worked, company policies and practices, and working 

conditions (Wernimont, 1966).  An extrinsically motivated action is one that is performed 

because it leads to a separable outcome that is influenced by an outside source (Ryan & Deci, 

2000).  Understanding this dichotomy is crucial to understanding how to motivate employees to 

perform more at a higher level (Brief & Aldag, 1977).  The following section examines extrinsic 

motivation and its relationship to intrinsic motivation in the workplace. 
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Extrinsic Motivation and External Rewards 

When intrinsic motivation is low or absent, in the case when an employee not completing tasks 

solely because they don’t feel like it, the application of extrinsic motivation, such as a reward for 

completing these tasks efficiently, may be necessary (Arkes, 1978).  One way in which managers 

influence employee motivation and performance is through the introduction of external rewards 

to facilitate behaviors that are typically uninteresting or not valued by the individual being 

prompted (Ryan & Deci, 2000a).  External rewards are often used by managers and can be 

divided into two categories, tangible rewards and intangible rewards (Calder & Staw 1975a).  

Intangible rewards include verbal praise, positive feedback, and a positive interpersonal 

relationship between managers and employees (Deci, Koestner, & Ryan, 1999).  Likewise, 

tangible external rewards are items such as a salary increase, preference in scheduling hours, and 

any benefit that can be physically given to the employee by management (Deci, Koestner, & 

Ryan, 1999).  Understanding external rewards as an aspect of extrinsic motivation allows us to 

create a connection with intrinsic motivation, known as autonomous extrinsic motivation, which 

will be discussed in the following section. 

 

Autonomous Extrinsic Motivation 

Research consistently defines intrinsic and extrinsic motivation as separate factors, and a more in 

depth investigation suggests that the two are actually subtractive and interactive, rather than 

additive (Broedling, 1977).  Rather than being two separate entities, the effect of extrinsic 

motivation on intrinsic motivation is known as autonomous extrinsic motivation (Calder & Staw, 
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1975a).  Findings suggest that intrinsic and extrinsic motivators can be combined to facilitate 

specific traits of motivation, such as motivation driven by monetary rewards or motivation driven 

by the inherent need to feel competent, to increase task performance (Daniel & Esser, 1980).  

Prompting autonomous extrinsic motivation in the workplace undoubtedly involves enabling 

employees to experience meaningfulness, competence, self-determination, and impact at work, 

which are general goals of all managers to increase employee productivity (Thomas & 

Velthouse, 1990).  Review of the motivation literature suggests that autonomous extrinsic 

motivation creates a very specific dichotomy where intrinsic and extrinsic motivators are used in 

conjunction with one another, rather than separately (Arkes, 1978), which can be further 

explained through Self-Determination Theory. 

 

Self-Determination Theory (SDT) 

Self-Determination Theory (SDT), an integral part to understanding motivation in the workplace, 

is an empirical process that describes the need for competency and autonomy (Ryan & Deci, 

2000b), which is where autonomous extrinsic motivation is derived from (Calder & Staw, 

1975a).  Competency is an intrinsic motivator that comes from intangible external rewards, such 

as a compliment for a job well done from a manager to an employee (Deci, Koestner, & Ryan 

1999).  SDT answers managers‘ questions focused on how to motivate their employees as well as 

how to foster certain behaviors of employees who are seemingly unwilling to perform at their 

highest level (Deci, 1971).  Ryan and Deci (2000b) have further developed this idea into a sub 

theory, Cognitive Evaluation Theory (CET) which will be discussed in the following section. 

 

Cognitive Evaluation Theory (CET) 
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Ryan and Deci‘s Cognitive Evaluation Theory (CET), which aims to specify factors that explain 

differences in intrinsic motivation through social and environmental factors that facilitate 

intrinsic motivation (Ryan & Deci, 2000b), serves as the theoretical framework for my empirical 

research as well as the case study I am currently building.  CET suggest that when extrinsic 

motivations in the form of external factors are used, they either undermine or enhance intrinsic 

motivation (de Charms, 1968).  Through a meta-analytic review of experiments examining the 

effects of extrinsic rewards on intrinsic motivation, Deci, Koestner, and Ryan (1999), suggest 

that tangible extrinsic rewards, such as money, have a negative effect on intrinsic motivation, 

while intangible external rewards, such as verbal praise and positive feedback increase intrinsic 

motivation.  These findings are drawn from Daniel and Esser‘s (1960) previous research which 

determined that rewards will undermine intrinsic motivation in most scenarios and enhance 

intrinsic motivation in others.  Consistencies in the literature exist wherein Phillips and Lord 

(1980) agree with Ryan & Deci‘s CET and autonomous extrinsic motivation; that is to say, both 

agree that intrinsic and extrinsic motivation work together, rather than as separate entities.  

Furthermore, Phillips and Lord (1980) also describe the two effects external rewards have on 

intrinsic motivation; one, extrinsic rewards are perceived as a means of behavior control, such as 

positive feedback and verbal praise, in which case intrinsic motivation will increase, and two, 

they can be perceived as a controlling agent and feelings of self-determination will decrease, 

with rewards such as money, which will eventually decrease intrinsic motivation of the 

employee. 

 

A Taxonomy of Human Motivation 
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To further expand on the Cognitive Evaluation Theory, Ryan and Deci (2000b) provide detailed 

information about intrinsic and extrinsic motivators that provide the theoretical framework for 

the survey I will administer to Restaurant A employees.  Ryan and Deci (2000a) suggest that not 

all external reward/forms of extrinsic motivation can be classified as definitely enhancing or 

definitely diminishing intrinsic motivation for the individual.  They developed a diagram 

highlighting different levels of motivators and how they affect intrinsic motivation from the most 

impersonal, or least affective on intrinsic motivation, to extrinsic motivators that diminish 

intrinsic motivation, to finally completely intrinsic motivation (Ryan & Deci, 2000a).  This 

figure is included in Appendix A.  This framework states that the most intrinsically motivating 

factor is the use of an intangible reward, rather than a tangible reward that diminishes intrinsic 

motivation, (Kruglanski, Friedman, & Zeevi, 1971).  Both groups of researchers agree that task 

performance increases when intrinsic motivation increases, which is done through the use of 

positive external rewards such as verbal praise and positive feedback. 

 

Research Methods 

This research examines employee motivation and suggests recommendations for increased 

employee motivation.  Using Ryan and Deci‘s (2000b) Cognitive Evaluation Theory (CET) I 

developed a survey which asks respondents to rank order rewards, which could be administered 

by their manager.  I used CET to determine employees‘ preferred motivators, and used the 

identified tangible and intangible external motivators to analyze the relationship between 

employees‘ level of intrinsic motivation and external factors. 
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The eight rewards included in the survey are: verbal praise, preference in scheduled hours, 

increased scheduled hours, increased pay per hour, preference in choosing table selection, 

increased respect from management, free end-of-shift meals, and choice in end-of-shift side 

work.  A copy of this survey is included in Appendix B. 

 

Sample 

This survey was administered to a convenient sample of 10-15 employees at Restaurant A. 

 

Analysis 

A ranking system was used to determine the frequency in which rewards are chosen.  Based on 

my findings I developed recommendations on ways to increase employee motivation. 
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Research Questions 

 Through observation as a wait staff employee of Restaurant A, I have witnessed a lack of 

motivation among other wait staff employees.  With greater knowledge of the ways in which 

wait staff employees are motivated, management can provide greater motivation for these 

individuals through the use of tangible and intangible external rewards. 

 

RQ1:     Do wait staff employees of Restaurant A experience low intangible motivation? 

RQ2:     What is the best mix of tangible and intangible extrinsic rewards employed by 

    management to increase overall motivation of wait staff employees? 

 

Methodology 

 To solve the problem of unmotivated workers at Restaurant A, I have used Ryan and 

Devi‘s research, specifically Cognitive Evaluation Theory (CET) and A Taxonomy of Human 

Motivation (see Appendix A), to construct a survey that asked respondents to rank order specific 

external rewards, some tangible and some intangible. 

 The survey consists of eight extrinsic rewards, tangible and intangible, which wait staff 

employees of Restaurant A were asked to rank order according to which rewards they found 

most motivating for ―a job well done‖ (see Appendix B).  Each number can be used only once, 

asking employees to assign the number one to the reward they found most motivating and the 

number eight to the reward they found least motivating.  The eight rewards employees were 

asked t rank included: verbal praise, preference in scheduled hours, increased scheduled hours, 

increased pay per hour, preference in choosing table section, increased respect from 

management, free end-of-shift meals, and choice in end-of-shift side work. 
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Sample 

 Restaurant A consists of 16 wait staff employees; however, two were exempt from the 

survey because of a conflict of interest, since they were also assistant managers.  This restaurant 

is a small, privately owned restaurant located in the northern part of Pittsburgh, PA, with 

approximately thirty total employees.  Wait staff employees range from ages twenty one years 

old to over forty years of age, and all living in the suburbs of Pittsburgh, PA.  Next, I will discuss 

the results of the administered survey and its impact on Restaurant A.  Quantitative analysis was 

used to compare the results of the survey.  The mean, median, mode, frequency, and standard 

deviation functions were all used to analyze the survey results. 
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Analysis 

 In understanding the wait staff employees‘ responses to the survey, the structure and 

working environment at Restaurant A must first be addressed before examining the impact of the 

results on wait staff employee motivation.  Next, I will discuss the results of the administered 

survey and its impact on Restaurant A. 

 

Figure 1 – Relationship Between Tangible/Intangible External Rewards and Intrinsic 

Motivation 

 

 

 

 

 

  

 

 

 

 

Figure 1 depicts the relationship between tangible and intangible external rewards and 

how they affect the level of intrinsic motivation a person will experience under these reward 

conditions (Ryan & Deci, 2000b).  The frequency at which wait staff employees choose certain 

rewards ―for a job well done‖ determines the level of intrinsic motivation of these employees.  A 

greater use of tangible external rewards yields a negative impact on intrinsic motivation, that is 
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to say that by implementing monetary rewards, employee intrinsic motivation will decrease.  

Reversely, a greater use of intangible external rewards yields a positive impact on intrinsic 

motivation, that is to say by implementing rewards such as verbal praise and increased respect 

from management will increase the intrinsic motivation of the employee. 

The tangible external rewards used in the survey include: preference in scheduled hours, 

increased pay per hour, preference in choosing table section, free end of shift side work, and free 

end of shift meals.  The strongest of these tangible rewards are increased pay per hour and 

preference in scheduled hours.  The intangible rewards included are verbal praise and increased 

respect from management, both extremely strong.  Frequency and mode functions are the 

greatest asset to the analysis of this data, because higher frequencies of choice in tangible 

external rewards yields a lower intrinsic motivation, and reversely, higher frequencies of choice 

in intangible external rewards yields a higher intrinsic motivation of the wait staff employees.  

Therefore, this follows the logic of autonomous intrinsic motivation discussed in the previous 

section by combining the dichotomy of intrinsic and extrinsic motivators through the use of 

tangible and intangible external rewards (Brief, A. P., & Aldag, R. J., 1977). 

 According to Ryan & Deci‘s Cognitive Evaluation Theory (CET) a high or low intrinsic 

motivation can be determined by analyzing tangible and intangible external rewards.  Through 

quantitative analysis of the survey results it can be determined that wait staff employees of 

Restaurant A are generally more motivated by tangible external rewards, such as increased pay 

per hour and increased scheduled hours, in which case these employees are receiving a tangible 

reward for completing the tasks they are assigned.  That is to say that these wait staff employees 

lack intrinsic or inherent motivation, and DO NOT complete tasks for their own personal 
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satisfaction of doing the task per say, but rather because they expect a tangible reward; therefore, 

proving hypothesis one to be true. 

Table1:  Mean, Mode, and Median by Reward Type 

REWARD MEAN MODE MEDIAN 

 

Verbal praise 6.143 8 6.5 

 

Preference in Scheduled Hours 3 2 3 

 

Increased Scheduled Hours 3.929 4 4 

 

Increased Pay Per Hour 2.143 1 1 

 

Preference in Choosing Table 

Section 

4.643 3 4.5 

 

Increased Respect From 

Management 

4.714 5 5 

 

Free End-of-Shift Meals 4.857 6 6 

 

Choice in End-of-Shift Side Work 6.571 8 7 

 

 

 Table 1 shows the eight rewards the wait staff employees of Restaurant A rank ordered 

from one to eight, assigning number one for the reward they found most motivating and number 

eight for the least motivating in reward for ―a job well done.‖  Therefore, the mean was 

calculated for each reward according to the results (see Appendix C for individual employee 

results), and the reward with the lowest average was chosen more frequently than those rewards 

with higher average scores.  Also, the most frequent number choice for each reward has been 

calculated through the use of the mode function. 

As shown in the table, increased pay per hour yields the lowest mean of 2.143 and a 

mode of 1, making this strong tangible external reward chosen more frequently than any other 

reward.  In addition, the second strongest tangible external reward, preference in scheduled 
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hours, yields the second lowest mean of 3, and the second lowest mode of 2.  Through this 

analysis it can be determined that Restaurant A‘s wait staff employees have low intrinsic 

motivation.  To further this, the two intangible external rewards included in the survey, verbal 

praise and increased respect from management, yielded two of the highest averages of 6.143 and 

4.714 respectively.  However, increased respect from management was chosen as a stronger 

motivator than verbal praise, the reward that clearly received the highest score with a mode of 8. 

 Next, through the use of the mode and mean functions, a distinct rank order was 

established to provide an overall view of how wait staff employees of Restaurant A perceive the 

most motivating and least motivating external rewards provided in the survey. 

Table 2:  Average Survey Results Based on Mode Function of Data 

REWARD RANK 

 

Verbal Praise 7 

 

Preference in Scheduled Hours 2 

 

Increased Scheduled Hours 4 

 

Increased Pay Per Hour 1 

 

Preference in Choosing Table 

Section 

3 

 

Increased Respect From 

Management 

5 

 

Free End-of-Shift Meals 6 

 

Choice in End-of-Shift Side Work 8 

 

 

 Table 2 suggests that the data collection yields a decisive rank order for Restaurant A.  

The two highly intangible external rewards, verbal praise and increased respect from 

management, scored in the bottom fifty percentile of all eight rewards, and the single strongest 
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tangible external reward, increased pay per hour, was the number one overall choice for wait 

staff employees for ―a job well done.‖  These conclusions suggest that the wait staff employees 

of Restaurant A are more likely to choose tangible external rewards for ―a job well done,‖ and 

therefore assert that these employees experience a low level of extrinsic motivation while at 

work. 
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Discussion 

 Findings support that the wait staff employees of Restaurant A respond more positively 

to tangible external rewards, rather than intangible external rewards.  More specifically, the most 

frequently chosen reward for the most motivating for ―a job well done‖ is increased pay per 

hour, a tangible, monetary external reward.  The survey data indicates that the intangible external 

reward verbal praise was chosen the most frequently as the least motivating external reward for a 

―a job well done.‖  However, the second intangible external reward, increased respect from 

management received a much more average score than verbal praise.  These results answer 

research question number two and suggest that providing a mix of tangible and intangible 

external rewards may help increase employee motivation. 

 From this survey data analysis and my own experiences as a member of the wait staff at 

Restaurant A, I have created a potential mix of rewards to better motivate employees.  In order to 

better motivate employees, the general and assistant managers of Restaurant A must consider 

that the wait staff employees are more likely to respond to tangible rather than intangible 

external rewards.  Nevertheless, the managers must not ignore the fact that the wait staff 

employees still showed a positive response to intangible rewards such as increased respect from 

management, and therefore appealing to a lower intrinsic motivation. 

 To combat low employee motivation, managers could potentially make the following 

changes to the way in which they relate to Restaurant A‘s wait staff employees.  Tangible 

external rewards such as increased pay per hour are not determined by management; however, 

rewards such as increased scheduled hours and preference in scheduled hours are controlled by 

management and could be used to reward those servers producing the greatest results.  From my 

experiences at Restaurant A and as a participant observer in this study, this is the greatest way to 
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motivate Restaurant A wait staff employees.  Using tangible rewards, such as increased an 

employee‘s scheduled hours, tends to increase their motivation and productivity at work.  

However, by implementing measure to increase respect employees perceive from management 

would be the best use of an intangible external reward.  Consistently, employees feel as if they 

receive a low level of respect from management, myself included, and in my opinion, wait staff 

employees would have a higher motivation and willingness to work if this were changed. 

 

Further Investigation 

 Further investigation should be completed to examine these research questions with a 

larger sample of employees.  One possibility would be to include a greater number of rewards for 

wait staff employees to consider in the rank order process.  These rewards would be specific to 

either tangible or intangible extrinsic rewards.  These results may highlight a more detailed 

picture of which tangible and intangible rewards are the most motivating, rather than determining 

which type are the most motivating.  Additionally, a more in-depth survey will allow the 

flexibility to combine certain rewards to create an even more effective mix of motivators 

management could potentially employ t increase the motivation of Restaurant A‘s employees. 

 Another potential avenue for further research would be to replicate the survey at 

Restaurant A‘s sister restaurant.  In 2010, Restaurant A expanded to a second location, 

Restaurant S in the South Hills of Pittsburgh, PA.  Comparison of results between restaurants 

could highlight similarities between employee motivational preferences.  These two sets of data, 

from Restaurant A and Restaurant S, will provide information regarding whether the results 

discussed previously are specific to Restaurant A, or if these results could be used at other 

restaurants of the same structure to increase the motivation of their wait staff employees. 
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A Taxonomy of Human Motivation 

Intrinsic and Extrinsic Motivations: Classic Definitions and New Directions 

By Richard M. Ryan and Edward L. Deci (Ref ID: 63) 
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Dear Employees, 

 

I am writing an undergraduate research paper in fulfillment of my Robert Morris University 

Honor‘s Thesis requirement.  This project includes a study of employees‘ perceptions of 

motivational rewards.  I will present my research findings at an Undergraduate Research 

Conference held at Robert Morris University during April 2011. 

I am asking for your help in conducting my research.  Please take a moment to complete the 

attached survey.  Your responses are completely confidential.  All identifying information will 

be removed from your responses.  Information related to any specific employee will not be 

shared with Andora employees or managers. 

This survey takes 5 minutes to complete.  The information provided will be used to understand 

employee motivation and develop recommendations on ways managers can increase employee 

motivation.  Your input is critical, but your participation is voluntary.  You may decline to 

answer any questions and may discontinue your participation at any time.  Your responses will 

be confidential and anonymous. 

If you would like to participate in this study please complete the attached Consent and Release 

form.  If you have any questions or concerns please contact me via e-mail or at the telephone 

number listed below.  For more information, please contact the Robert Morris University 

Institutional Review Board at (412)397-6227. 

 

 

Thank you, 

 

 

Jessica Stubbs 

Robert Morris University 

(412) 716-5942 

jessica.l.stubbs@gmail.com 

 

 

 

Approved by the Robert Morris University Institutional Review Board on 8 February 2011 

 

mailto:jessica.l.stubbs@gmail.com
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Survey to Andora Restaurant Employees 

Please consider the following rewards for ―a job well done.‖  Rank each reward in numerical 

order according to which you find the most motivating, 1 for the most motivating and 8 for the 

least motivating.  Numbers can only be used once and each reward should only have one number 

ranking. 

 

 

Reward: 

 

Ranking: 

 

Verbal Praise 

 

 

Preference in scheduled hours 

 

 

Increased scheduled hours 

 

 

Increased pay per hour 

 

 

Preference in choosing table section 

 

 

Increased respect from management 

 

 

Free end-of-shift meals 

 

 

Choice in end-of-shift side work 
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Abstract 

An in depth look at Maslow's original hierarchy is presented. The original six steps are discussed 

as well as examples of each of the hypothesized needs. Following this, potential alternatives to 

Maslow's theory are discussed. This includes some adaptations to the original hierarchy to place 

it in different context as well as completely new theories. Next are examples of advertising 

campaigns used in the cellular phone market. The cell phone market is chosen because of rapid 

technological changes that have occurred over the last decade and changing advertising 

messages. Television ads for AT&T, Verizon, and Sprint are used as the data pool for analysis. 

The need-based message being presented in each of these advertisements is analyzed. Following 

this, some potential trends and even an observable cycle are discussed. There is a possibility of a 

repeating pattern within the ads.  This pattern is shown by changing need messages which 

represents a shift along the hierarchy in where advertising is targeted. The implications for 

marketing of this research are discussed. If there is an observable cycle, it would have a great 

impact on the advertising efforts of many companies. Millions of advertising dollars could be 

saved if there is a better way to promote at different stages of the cycle. The thesis is concluded 

with the hypothesis that there are similar cycles that exist within other industries, representing a 

potential for future research and other marketing patterns in other forms of promotion.  
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Introduction 

 The discipline of marketing focuses on prediction. Knowing what items or services are 

going to become the next big thing is what makes or breaks the careers of so many different 

marketing professionals. Marketing is sometimes difficult because nobody knows what 

everybody wants all of the time. This is because of the basic issue of needs versus wants. Wants 

can change at a moment‘s notice. Sometimes even the most predictable of consumer groups can 

become very fickle at a moment‘s notice. This makes it nearly impossible to market to some 

group‘s wants in certain situations, but what about needs? A need is something that is required 

for a consumer and in many cases it is hard to replace. Maslow‘s hierarchy outlines needs from 

the most basic to the most abstract and complex. It can be used as a blueprint for the makeup of 

the modern day consumer. The reason for this has been a number of stark shifts in what 

constitutes a need and a want. It seems likely that some needs have come about that were not 

considered a few years ago and some wants have made a shift and become needs. This is where a 

shift in marketing could occur and it should be of note to any marketing executive. This 

implication makes the outcome of this study vital for the field of marketing. Some background 

information on Maslow‘s hierarchy will be analyzed.  In order to determine how the hierarchy is 

being used in today‘s marketing world, some analysis of actual advertising must be analyzed. 

Cell phone advertising is the target for this thesis as it has undergone exponential changes in 

recent years, and as is shown through some secondary research, the cell phone has changed 

places on the hierarchy multiple times. This volatility of the cell phone will show how marketers 

have adjusted to changing consumer needs. An analysis of advertisements from the major cell 

phone companies will help to explain these marketing changes over the years and some potential 

trends that may have arisen. 
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Maslow’s original hierarchy 

 People‘s needs are complicated, and remember, this is only what people supposedly 

require to live a healthy and functional life. An article entitled Maslow on My Mind: How 

Maslow’s Hierarchy of Needs Affects Business and Society gives these needs in the most basic 

sense and may make them easier to grasp as a concept (2010). According to the article:  

 Maslow postulated that there were five levels of basic needs that every human attempts to 

attain:  

Externally-Satisfied Needs (basic needs that every individual must satisfy before they can 

progress). 

1. Physiological – I‘m hungry. 

2. Safety – I‘m scared. 

Internally-Satisfied Needs (needs leading to enlightenment and understanding). 

3. Social – I‘m lonely. 

4. Esteem – I can‘t. 

5. Self Actualization – I can! 

 Abraham Maslow was born in 1908 (2010). Although his ideas are old, they still have 

relevance today because current products and services can provide for each of these needs. In 

order to understand the hierarchy in modern society, a trip through the hierarchy must be taken 

explaining which modern good or services can satisfy each of the different needs. 
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 The physiological level is composed of things that are essential to life. This includes 

food, water, nourishment, and sleep (2010). Now thinking at a basic level it could be concluded 

that this is a very simple set that would be very easy to categorize, making it of little concern to 

marketers. However, this couldn‘t be further from the truth. There is a plethora of products and 

services that could be used to satisfy this level of needs. Food could be satisfied by a good in any 

grocery store or any restaurant. Preferences aside, goods at these establishments would satisfy 

basic physiological needs. Water could come in anything from a fancy imported bottle to a hose, 

but again both satisfy the same basic need. Nourishment needs could apply to many things, for 

this literature review an example used will be vitamin D. It could come from supplements sold at 

drug stores or naturally from the sun. Sleep is the last basic need and it could be serviced as a 

need by everything from a house or a hotel to a state of the art adjustable bed or something as 

simple as a pillow on the couch.  

 The next level of the hierarchy is safety. This refers to a person‘s ability to avoid physical 

or emotional harm. Some examples of things that may fulfill these needs would be living in a 

safe place, having insurance, job security, and having money in the bank for a rainy day (2010). 

In the interest of space and time, examples of goods and services will not be given for each 

example as they are merely instances, and do not represent the entire set of needs for this level of 

the hierarchy. Living in a safe place may be one of the most simple to explain. This could refer 

to living in a gated community, having a home security system, living next to similar families, 

owning a gun, or taking self defense classes. As is the case with physiological needs, there is not 

one good or service that will definitely satisfy the need. Also, this need is further complicated by 

the fact that some of these goods could come from a company while others could result from 

research or actions made by the customer only.  
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 Level three is social needs. Social needs are those relating to interaction with other 

people (2010). This could be a need to have friends that are seen on a regular basis. It also can 

refer to just a general sense of belonging in a place or situation. The need for social needs can 

also refer to needs for love and affection. It is very difficult to define what will satisfy these 

needs since the need for ―belonging‖ could come from anything as simple as a hi from a 

passerby to a party thrown in someone‘s honor. This need set is very subjective and for that 

reason could be very difficult to market products or services towards this specific needs set. 

 The fourth level is composed of esteem needs. This is a continuation of the social needs. 

It refers to what is meant to happen after the social needs of a situation have been met (2010). In 

the most basic sense, this could be the transition from a new employee being comfortable and 

having friends at work to becoming well known within the company after reaching a 

management goal or winning an award. This could refer to my previous example of having a 

party in someone‘s honor. It could satisfy social needs for everyone involved including the 

guests, the person who organized the party, and the recipient of the party, award etc. However, 

the recipient may benefit by satisfying esteem needs since he or she is being honored. 

Conversely, the person who threw the party may also satisfy esteem needs if they are given a pat 

on the back and told well done for throwing such a good party. As can be seen by this example, 

esteem needs are very difficult to measure and can become very convoluted depending on the 

situation.  

 The final and highest level is self actualization. This is the most abstract of the levels and 

the best way it can be described is reaching one‘s full potential as a person (2010). According to 

the NetMBA site, this need set is satisfied by truth, justice, wisdom, and meaning. This might be 

satisfied by the Bible or a sense of belief in a higher power, but it seems reasonable to assume 
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that it could also come from internal sources. Some might say that this is impossible to market, 

but sometimes an abstract need can be satisfied by tangible goods or experiences. Self 

actualization may never be reached, but people could move closer towards it by using meditation 

forms such as yoga or hypnotism, or self help books as they look for internal truth and meaning.  

 This information regarding the original hierarchy and the way that it can translate into 

today‘s world will help lay the groundwork for how this theory of needs can translate into 

modern day marketing. As can be seen, even the most basic needs can become complicated due 

to the numerous ways that they can be fulfilled. Higher level needs such as esteem are even more 

difficult to deal with as a marketer, because they can change rapidly and vary from person to 

person. Finally, since the needs occur in ascending order, it creates new challenges since some 

needs automatically take precedence over others. For example, homeless people that have to beg 

for money to get food and water have no interest in their esteem needs or self actualization. 

Conversely, models may deal with dangerously low body weights and eating disorders in order 

to fulfill social and esteem needs. Maslow‘s needs may be simple, but the way they apply to 

every person and how they are fulfilled is anything but. 

Alternative theories and challenges 

 Maslow‘s needs have been used as a standard for consumer needs for years, but there are 

some alternate theories and modern adaptations that some feel are a better option for 

understanding consumer needs and behavior. Rouse brings up a number of issues with the 

hierarchy and the way that it is interpreted. His first concern is with the highest level of self 

actualization. In his article, he describes how very few people achieve the level of self-

actualization (2004). This brings about the issue of how the hierarchy can apply to entire 
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populations if the top of the hierarchy is reserved for a select few. It makes Maslow‘s hierarchy 

slightly less useful as a general tool if it may only fully apply to certain groups. The second 

problem Rouse brings to the table is that some people may jump to different levels in the 

hierarchy before previous levels have been achieved. I gave the example of the homeless man 

and the model. Rouse gives an example of a teacher who may have useful social and esteem 

experiences in the classroom, but due to lower salary he or she may have trouble fulfilling 

certain safety and physiological needs (2004). This argument shows that the hierarchy may be 

difficult to use when working with certain populations. While this is true when dealing with 

certain demographics, in terms of a general population the hierarchy can apply to general needs. 

Rouse discusses an alternative theory to Maslow‘s which is the Motivational Systems Theory 

(MST). This is a theory that focuses on 24 different goals as opposed to working with five 

different need levels. Some examples of goals include: entertainment, exploration, tranquility, 

unity, and others which are organized under group heading such as affective goals and task goals 

(2004). This generates an interesting alternative to Maslow‘s theory which may apply in more 

defined, individual instances. 

 Another alternative theory/adaptation of Maslow‘s hierarchy relates to the use of 

experiences in defining needs. Radder, Niekerk & Nagel explain that a change in mindset from 

commodity focus to one of experience has necessitated a change in the way that needs are 

evaluated. They explain that rising affluence has moved some needs up the hierarchy and 

changed how they must be presented to consumers (2000). Now more than ever, they believe 

that the experience is what becomes important in marketing something which satisfies a certain 

need or want. They have developed four different experience spheres that can explain this. They 

include: the entertaining experience, the educational experience, the escapist experience, and 
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aesthetics. The authors go on to further explain that there are steps that should be used to cement 

the experience in the mind of consumers. These steps are to generate a theme for the experience, 

give positive cues, involve all of the senses, and provide memorabilia for the consumer to take 

away (2000). Their theory is not so much a challenge to the original Maslow theory; it appears to 

be a modern day adaptation of it. Rather than just using the hierarchy to study general population 

needs, they find that it can be adapted to apply to modern day marketing efforts. Another study 

in the PR Newswire contained findings substantiating the ideas that experience could be used to 

cater to the needs of consumers.  A survey was conducted asking about various consumer 

preferences in their purchases, and it was found that a memorable experience and high levels of 

customer service are very important to the overall quality of what they purchase. Over 70% of 

consumers said they would expand purchases with a vendor by 10% or more if their experience 

was superior (2010). Additionally, over half of consumers said they would stay with a vendor 

long term if there was a good experience to be had. Finally, they found that a little under half 

(44%) would pay a premium price for superior customer experience (2010). The ideas in both 

articles could be used to great effect in conjunction with Maslow‘s ideas rather than opposing 

them. Pairing the right advertising message with a worthwhile experience is the key to marketing 

any good or service regardless of where it lies within the hierarchy. 

 The next adaptation of Maslow‘s hierarchy relates to the service industry. This isn‘t so 

much a challenge to Maslow‘s theory as it is an application of the original principles, but it is 

useful to seeing how the original hierarchy could be applied to different sectors, such as 

marketing or other concentrations in the future. In her article Maslow, Emotion, and a Hierarchy 

of Service, Yohn discusses that the original levels of the hierarchy could be used to apply to 

different levels in the service industry. She corresponds physiological needs to basic delivery, 
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safety to commitment and consistency in service, love and belonging to personal and personable 

service, esteem to making customers feel wanted and accepted, and self actualization to helping 

customers feel good about who they are (2010). These may not match up exactly, but they show 

how the hierarchy can be used as a guideline for different disciplines. When referring to self 

actualization and service she explains that, ―This last area is a little of a stretch but I do think this 

is where the right kind of service can make the most difference. This is about making people feel 

smart rather than stupid because they had to ask for help; helping them feel like they‘ve made a 

good choice by supporting their purchase decision with added-value services; making them feel 

like they‘re important, not only to you, but to others in their lives or in the brand community‖ 

(2010). 

 Some researchers are willing to accept some of Maslow‘s principles, but there are certain 

portions of the hierarchy, particularly self actualization, where some studies have come up with 

issues. Heylighen says that even if people manage to achieve a state of self actualization, this 

does not mean that they have reached a pinnacle of humanity and become all that they are 

capable of becoming as a human (1992). His theory is that self actualization may be reached, but 

it will just lead to a hunt for more satisfaction and more of the same process. As a person grows 

they are exposed to more opportunities and thus never truly reach the top of the hierarchy. Also, 

Heylighen says that even people who reach this level still have flaws, meaning they cannot be 

the most they can be as a person (1992). Additionally, he explains that since few people reach 

self actualization, they may not feel accepted in normal society since they are a minority (1992). 

This seems like a reasonable concern since the feeling of seclusion would take away from esteem 

and social needs and thus not follow the original principles of the hierarchy since reaching the 

pinnacle of the hierarchy may erode the base. Finally, Heylighen outlines a specific instance 
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where Maslow‘s hierarchy did not fit with different populations. He explains two different 

situations and which needs they satisfy. The first was an African tribe that was oppressed for its 

entire existence. The tribe only worked to satisfy physiological and safety needs and ensure 

survival. There was no requirement for social interaction or esteem, much less self actualization. 

The second was Jews in a Nazi concentration camp. They worked to satisfy safety and other 

lower level needs, but there were also social interactions and altruism, as well as other actions for 

esteem purposes. Both groups were oppressed for a prolonged period, but they reacted 

differently showing that the hierarchy could not be applied the world over. Heylighen explains 

that even Maslow himself acknowledged this issue and the explanation may be that some groups 

do not pursue higher level needs because they have never been exposed to them and therefore do 

not work to attain them. This is the case for the African tribe because they never were exposed to 

social needs. The Jews in the camp had lived regular lives before the Holocaust so they had been 

previously exposed to the higher level needs and worked to achieve them even under a high level 

of distress.  

 The final way that Maslow‘s hierarchy can be amended is by changing what group it can 

be applied to. In Maslow’s Hierarchy of Enterprise 2.0 ROI, Carpenter describes how the 

hierarchy could be changed to apply to only the needs of a company rather than an individual. At 

the bottom of his proposed hierarchy is cost savings (2010). This would apply to physiological 

needs since money is the lifeblood of any company. Above that on the hierarchy is revenue 

generation. This would apply to safety needs since more revenue would ensure prolonged life for 

the company. The other steps on Carpenter‘s hierarchy are customer satisfaction, employee 

satisfaction, cross organization collaboration, innovation culture/corporate agility (2010). These 

steps seem to loosely apply to Maslow‘s original hierarchy with customer satisfaction close to 
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social expansion and an innovation culture referring to self improvement and actualization. 

Carpenter‘s hierarchy is a modern day adaptation of the original hierarchy and it could represent 

the future for Maslow‘s concepts. It shows that the original hierarchy can still be used today 

when adapted for the needed situation.  

 Due to some of the alternative theories found and some challenges to certain levels of the 

hierarchy, my analysis is not going to include all levels of the hierarchy. Since the physiological 

level is very basic and deals with physical needs more than wants, it will not be used in the 

analysis. Additionally, there are some problems with the level of self-actualization. Since it is 

very hard to determine what products and services, if any, can satisfy this need, and there is 

debate to the usefulness of this level of the hierarchy, it will not be used in the analysis. That 

leaves the levels of safety, social, and esteem and they will best serve as the area in which to 

identify potential changes in needs and in marketing. 

The Cell Phone Market 

 The cell phone has come a long way from its beginnings. No longer do we see oversized 

grey boxes or the backpack phones of the World War II era. Cell phones have undergone rapid 

changes over the years and have been transformed within the last decade, perhaps even more so 

than other technologies. Since the product itself has changed, the needs that it satisfies have 

changed as well. The cell phone has actually moved to different levels along the hierarchy, and 

for some demographics, it has entered their needs hierarchy when it previously wasn‘t a concern. 

 The most recognizable change that has occurred for the cell phone has been how it has 

shifted along the hierarchy in just the last few years. A Nielsen report finds that the average 
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United States teenager sends 3,339 texts per month, which is equal to six each hour they are 

conscious (2010). Although the number of texts is highest in the age 13-17 group, from 2009 to 

2010, cell phone texting usage has increased in every demographic. Texting has also become the 

biggest reason for getting a cell phone. Safety used to be the most common reason in 2008, but 

as of October 2010, texting is the biggest driver of cell phone purchases (2010). Safety has 

increased by a small amount as a reason for cell phone purchases, but not nearly as much as the 

emergence of texting. This is an example of the cell phone moving from a safety need to a social 

need. This change seems to be most prevalent in the teenage population, but cell phone needs are 

different for different age groups. For example, it seems that some individuals have been 

purchasing more expensive phones over the years. According to a Fox News article, the average 

cost of a new cell phone rose 14% from 2007-2008 and it has continued to rise (2008). This is 

due to the increase in smart phones and general phone features which lead to increases in price. 

While some buy these devices for the improved functionality, some may purchase it for more of 

a conversation piece. Therefore, they are satisfying esteem needs since they are showing their 

ability to get the newest high tech device. 

 While cell phones can shift to multiple levels on the hierarchy, for one group they have 

entered the hierarchy as a new need completely. This group is young children. The Center on 

Media and Child Health reported in 2007 that 22% of children age 6-9 have a cell phone and 

60%  of children 10-14 have one (2007). This number has only gone up since then and it 

represents a change in why cell phones are purchased. Doctor Iannelli conducted a study entitled 

Kids and Cell Phones in 2009 and he concluded that a main reason for buying a cell phone for 

such a young group is safety (2009). Parents want to be able to stay in touch with their children. 

Long gone are the days of sending Junior out for the day and telling him be home by dinner. The 
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world is a much different place and parents need to be much more aware of where their children 

are when not with them. This has positioned the cell phone as a safety need for the younger 

demographic when it previously was not a need for this group at all. These examples show that 

the cell phone has entered the hierarchy at different places over the years, and consumer 

perceptions and trends have caused it to become repositioned. It can now satisfy safety needs, 

social needs in multiple ways and in some cases even esteem needs. In just this example, it 

shows how marketers have a big challenge when it comes to selling just one product type to 

different groups of people. 

Changes in Advertising 

 We have now seen how the hierarchy is applicable in today‘s society regardless of the 

age of the concepts. We have also seen that consumer perceptions have changed why a specific 

product group (cell phones) is purchased. Cell phones have moved from safety needs to social 

needs and esteem needs, and in some cases have moved back down to social needs. Also, keep in 

mind that cell phones can serve multiple needs at one time. While a slice of bread can only serve 

a physiological need, a cell phone that allows the user to stay in touch with family, text friends, 

and serve as a conversation piece now serves as a safety, social, and esteem need simultaneously. 

The best way to see how these shifts in needs have applied to the marketing world is to examine 

some primary advertising data and see how it has been affected by this need phenomenon. 

 Advertisements for the three major cell phone companies, AT&T, Verizon, and Sprint 

were examined over a time period from 1995 up until 2011. These ads were analyzed according 

to the need that there message is geared towards. As is the focus with the secondary research, 

esteem, social, and safety needs are what these advertisements were evaluated on since they are 



 
 

270 
 

the most rapidly changing and easy to evaluate. One example of the advertising of each will be 

given to illustrate how the analysis was conducted. 

 This first ad analysis is from a 2005 AT&T advertisement. Here is the title, address of the 

advertisement online, as well as a short analysis of the message content: 

 ―Back in Black‖: http://www.youtube.com/watch?v=XGLaJWq960I 

 This is after Cingular acquired AT&T wireless and it returns to promoting the physical 

devices rather than the network of the company. They are promoting the new Motorola Razr. No 

information is given regarding performance or features; it is just being touted as ―the next big 

thing‖ making this a pure esteem need effort by the advertisement. 

 Here is a 2002 ad from Sprint: 

 ―Good Morning Mike‖: http://www.youtube.com/watch?v=U3-dRq1HO3o  

 This advertisement shows snowboarders who are texting each other with a plan to play a 

prank on one of their friends. This ad appeals to social needs since no words are spoken until 

after the prank, they communicate exclusively through texting. 

 Finally, here is a 2005 advertisement from Verizon: 

 ―It‘s the Network‖: http://www.youtube.com/watch?v=cSnGOLpJmzc 

 This commercial shows a man leaving the Verizon store with hundreds of Verizon 

workers in tow known as ―the network‖. This advertisement is meant to illustrate the reliability 

of the Verizon cell phone network. The message of this ad is aiming at satisfying safety needs 
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with their persistent message of reliability. Also, similar to the AT&T ads, a cell phone model is 

mentioned at the end of the ad after the network message has been delivered. 

 All of the ads found for the three companies were analyzed in this manner with a short 

description of the advertisement, and then the need that was being promoted. In the above 

examples, an instance of all three needs was given with one esteem ad, one social based ad, and 

one safety advertisement. The full set of all advertisements and their messages is found in 

attachments 1-3 which have all of the analysis for the advertisements. 

Overall Findings 

 The main and secondary message or messages of each advertisement was found and then 

placed in a table. Attachment 4 shows all of the observed ads and their messages in 

chronological order.  

 While looking at these results, it appears that there is an observable pattern in the 

message that is being promoted. The company with the most complete data that shows the trend 

is AT&T. At first glance it may just appear that they promoted as they saw fit with the results 

changing more rapidly in recent years, but there is a very important pattern which can be seen. 

 From 1995-1997 AT&T focused on social needs very heavily. The cell phone was still 

emerging so the ability to stay in touch on the go was the obvious money maker for this product 

category. Then in 1998, they began promoting safety needs as well. The cell phone was not just 

about fun and staying in touch; it actually had a real impact on daily life and could be used to 

solve real life problems. This safety message continued until 2005 when something came to 

along to change the focus of the advertising. That something was the Motorola Razr. This was a 
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cool new flip phone that got users away from bulky handsets. At this point AT&T services 

jumped back up the hierarchy to esteem needs with everyone scrambling for this hot new 

product. Eventually this situation cooled down and AT&T went back to promoting social needs 

and being able to stay in touch, even more so with the emergence of texting. By 2007, they were 

back to promoting the safety and reliability of their network and they seemed situated to ride the 

safety train and keep with this message as they had in the late 1990‘s and early 2000‘s, but 

another wave of technology hit.  

 In 2007, the first Apple Iphone was released and it represented a major change in the cell 

phone market by being the first substantial bridge between laptop and cell phone. This new 

device took the advertising back up to the esteem level in short time. By 2008, the company was 

again promoting social needs since the Iphone allowed for texting, calls, email, and social 

networking such as Facebook. In that same year, the original Iphone successor, the Iphone 3g 

which ran on a quicker network was released and the company seemed poised to enter esteem 

status again. However, their message stayed primarily with social needs. Following this, the 

2008-present network comparison ads began. AT&T had to defend their honor by promoting the 

integrity and safety of their cellular network.  

 Then in late 2010, yet another tech wave hit. The emergence of an even faster 4g network 

brought with it new advertisements. However, the message for the safety and speed of the new 

network was being pushed as the new need before there were even 4g phones available on the 

market. At the beginning of 2011, some of these new 4g devices hit the market, but they enjoyed 

a very short, if not non-existent, esteem period. They have had to go right into a competition 



 
 

273 
 

phase on their social and safety capabilities, with a constant emphasis on the safety and 

reliability of their networks. 

 This situation seems very complicated, but the most basic trend that has been observed 

here is: esteem-social-safety, with the cycle compressing and getting shorter in run time. 1995 

started in the middle of the hierarchy with social needs. Then safety needs gradually entered 

through dual messages until safety became the primary message. This continued for around five 

years until esteem reemerged with a major new product launch. Then social and safety came 

back into focus until the Iphone was released. By late 2008, the message was already back down 

on safety with network comparison advertising. Now in 2011, 4g and new devices are coming 

out, but they are already being pushed down to social and safety need satisfiers. 

 This cycle begins with esteem and then it is pushed down the hierarchy into more basic 

need levels when products become mainstream goods and then almost commodity goods when 

these products are common enough. This is not something that is entirely new, everything from 

the automobile to the airplane started as a type of gadget that may have only satisfied a few 

people‘s esteem needs, now these products are safety needs required for everyday life to 

function. The important part about this instance is the speed with which this is happening. 

Remember that the analysis began in the social level. Even for the cell phone message to move 

from social, down to safety, and back up to esteem, this half cycle took 10 years. The next entire 

AT&T cycle to go from the esteem level of the Razr to the next major esteem level of the 4g 

network took a mere 5-6 years from 2005 to 2010/2011. If this pattern continues, the process of 

moving through the hierarchy for cell phones may end up taking months, not years. 
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 The messages for Sprint and Verizon observed this trend as well with a general 

movement down the hierarchy for the late nineties. A jump back up around the mid 2000‘s, and 

they too have reentered the esteem phase with their emphasis on the new 4g network. Again, 

view attachments #1-4 to get a full picture of all advertising messages and the trends they have 

followed. 

Limitations 

 It would not be fair to tout this cycle as the only explanation without acknowledging 

some weaknesses with my research. The first problem is that this analysis was based on one or 

two television advertisements for each company per year. This does not necessarily capture the 

annual advertising efforts of an entire company. One or two ads for AT&T from 2005 do not 

necessarily capture the entire advertising campaign for the year. For this reason, the 

advertisements taken are to be a representative sample of the advertising message that was most 

prevalent for that year. Holiday ads, Black Friday ads, and other retail periods that might have 

differing messages from the norm were avoided for this research. However, the advertisements 

analyzed may not have been truly representative of complete annual advertising efforts. 

 Secondly, only television advertisements were used. These companies may have targeted 

different needs through other advertising mediums such as print, radio, and internet advertising. 

Television was used because it was the most readily available and the messages presented were 

more concrete than in some other more ambiguous forms of promotion. Some variety of media 

may have helped to clarify the messages though, since different needs may have been promoted 

through these other advertising methods. 
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 Thirdly, there are some years missing for the data set. All three companies did not have 

an advertisement available each year of the conducted analysis. This could leave out some of the 

picture. For example, early advertisements from Verizon were unavailable, and they may have 

told a different story than the early social need promotion that was at the forefront in many 

AT&T advertisements during this time period. Also, some of the advertisements with dual or 

triple messages may have only been a small part of a campaign that put strong emphasis on a 

different need than that promoted heavily in one advertisement. 

 Finally, it is impossible to determine if the advertisements came about as a result of 

consumer preference, or if the advertisements helped to shape consumer desires. This creates a 

chicken or egg type question to determine the original source of these needs. Did consumers in 

1997 say they had social concerns, or did the companies determine that is what they should be 

promoting to make consumers more interested in the social aspect of cell phones? The reason 

that the effectiveness of such messages cannot be evaluated is because financial data would not 

tell the true tale. The cell phone industry has consistently grown each year, as has subscribership. 

This is because the technology itself has expanded as has its general usage. This means that 

company financials show increases each year whether company ads were effective or not. This is 

because the industry was growing so fast that money was being made no matter what need 

consumers were satisfying through their cell phone purchase. If the cell phone and now smart 

phone market were to top out and enter a mature stage it would be easier to find out if the 

advertising geared towards specific needs is more or less effective depending on the message. 
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Implications/Future research 

 Now that a pattern has been found, what is the implication for the marketing world? 

Actually the implication for a finding such as this can be huge depending on the industry. If a 

marketer can observe this trend and see where the consumer needs are going, he will be able to 

do his job of predicting behavior and selling to the right needs much more effectively. Millions 

of advertising dollars will be saved if a company can avoid running an esteem-based advertising 

campaign when the marketplace is demanding safety serving goods. If a marketer is able to run a 

similar analysis of his industry, there may be a trend present that can show where consumer 

needs are moving. Additionally, they may be able to see that the cycle is changing. In the case of 

the cell phone industry, campaigns with single messages that run multiple years (Can you hear 

me now?) appear to be a thing of the past. Consumer preferences and technology are changing 

rapidly, and advertising must be adjusted accordingly. 

 One last important thing to note is that this need cycle is not exclusive to the cell phone 

industry. Cell phones were chosen because of their rapid recent changes, and because they have a 

need cycle that is evolving, but trends may be present in many more, if not all, industries. 

Anything from computers to social networking has gone through many different changes and it 

may be the beginning of a cycle that should be of note to marketers. Facebook used to be a social 

gadget, now it is a huge advertising medium. Hybrid cars used to be seen as a gimmick that may 

never catch on, now they are becoming almost main stream. Both of these industries and many 

more may have an observable trend ready to be discovered. The key to all of this will be to 

understand where the cycles are going and how future marketing should be shaped to fit in with 

these ever-changing cycles. 



 
 

277 
 

 

Attachment #1 - AT&T Television Advertisements 

1995 

―World without limits‖: http://www.youtube.com/watch?v=ZMsp2F9MhFY 

-This ad deals with international calling, it is promoting the premier international plan in the 

country at the time. This corresponds with a social need. 

1996 

‖Modem Man‖: http://www.youtube.com/watch?v=E-pRfi_Zyfk 

-This ad promotes savings for increased service with AT&T but the real message seems to be the 

emerging technologies of fax and international call plans satisfying social needs since he now 

has so many ways to stay in touch. 

1997 

―Girls Just Want to Have Fun‖: http://www.youtube.com/watch?v=g3HwA7xZhfM 

-This commercial promotes being able to have mobile business and take the office on the go. 

This definitely shows a transition from the innovation factor to the convenience factor of AT&T 

services with the mom being able to now spend more time with her children. It promotes a social 

need primarily. 

1998 

―1-800-CallATT‖: http://www.youtube.com/watch?v=RdGfKpP0Bfo 

-This commercial shows more financial innovation with the payphone being used as a broader 

method of mobile communication over the pager. It promotes on the basis of price as well 

showing an emphasis on a social need and perhaps a safety need since it emphasizes costs saving 

and financial benefits. 

1999 

―AT&T Wireless‖: http://www.youtube.com/watch?v=_vO6B3wQsxU 

-This commercial showcases nationwide calling with a cell phone. It promotes the phone itself 

here more than the network by emphasizing that it may be the only phone someone would need. 

This ad pushes the cell phone as satisfying esteem as well as social needs. A baby is shown and 

staying at home is also mentioned with means it is appealing to safety needs on some levels. 
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2000 

―Dial 00‖: http://www.youtube.com/watch?v=Y1LUmimUSdQ 

-This ad is promoting their 00 information service. No information regarding a new phone or 

device is present; they are promoting the service offered on their network. They are satisfying 

convenience needs which in a way can fall into safety or social if the individual is looking to stay 

in touch through the service or keep peace of mind to know they can always connect to who they 

need. 

2001 

―1-800-CallATT #2‖: http://www.youtube.com/watch?v=X9AD3ALF-ps&feature=related 

-Another call collect commercial. This one features celebrity endorsement by Mr. T. The main 

emphasis here is cost. Rather than pushing the service as new or innovative, they are promoting 

it as the cheapest option available, thus appealing to safety needs in an effort to save customers 

money and bring in new business. 

2002 

―The Train‖: http://www.youtube.com/watch?v=DW9E0T1rJA8 

-This commercial is pushing global connectivity. This is further promotion of the enhanced 

services of their network rather than the devices themselves. Appealing to some low social needs 

and safety needs since they allow international business to function. 

2003 

―867-5309‖: http://www.youtube.com/watch?v=k_sZsQnpn8I 

-This is actually a Cingular ad, but Cingular acquired AT&T wireless in 2004. This ad promotes 

the keeping of rollover minutes and individual numbers. This ad appeals to safety needs allowing 

consumers to switch without worrying about losing any of their information or bonuses. 

2005 

―Back in Black‖: http://www.youtube.com/watch?v=XGLaJWq960I 

-This is after Cingular acquired AT&T wireless and it returns to promoting the devices rather 

than the network of the company. They are promoting the new Motorola Razr. No information is 

given regarding performance or features; it is just being touted as ―the next big thing‖ making 

this a pure esteem need effort by the advertisement. 

2006 
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―Family Talk‖: http://www.youtube.com/watch?v=2uGxvZ3BkCM 

-This commercial promotes the ―add a line‖ feature offered by Cingular. They are definitely 

promoting social needs here as the whole add looks to push connectivity between members of 

the family. It is interesting to note that a phone is only featured at the end of the ad and is only 

very briefly mentioned. 

2007 

―Dropped Call‖: http://www.youtube.com/watch?v=DR26BZUo3Dk 

-This ad is from AT&T. In 2007, Cingular was gradually phased out and the AT&T name was 

brought back. In this ad they are pushing the network of the company and the fewest dropped 

calls. At this point the cell phones themselves are assumed to be held by all users and the 

network is where the ad focuses. The cell phone is very briefly mentioned at the end as ―Buy 1 

get 4 free‖ making it nearly a commodity good. This ad looks to target primarily safety needs by 

offering reliability and social with the ability to stay in touch with friends and family. 

―Iphone‖: http://www.youtube.com/watch?v=6lZMr-ZfoE4 

-It should also be noted that in 2007 the first Apple Iphone was released representing a huge 

technological leap for cell phones. This is a jump back up to esteem needs as the new technology 

was more of a gadget than a necessity. 

2008 

―Yeah Buddy‖: http://www.youtube.com/watch?v=pMUQ0zmqm8o 

-This commercial shows various customers greeting each other using AT&T phones. The 

purpose of this ad is to showcase the social capabilities of the AT&T network. The BlackJack 

phone is promoted at the end but it takes a backseat to the network emphasis and the social 

aspect of the advertisement. 

―Iphone 3G‖: http://www.youtube.com/watch?v=e26WyHPBgng 

-In 2008 Apple released the Iphone 3g. This was an updated version of the Iphone and at this 

point the Iphone had sold so many that the device was no longer considered a new gadget. It was 

a staple in the cell phone market and now it was being promoted on the basis of the faster 3g 

network speeds rather than new phone capabilities. This represents a shift from an esteem need 

to a lower social need and possibly even high safety need to allow consumers to stay in touch 

and have the security of a faster and more reliable network. 

2009 

―More Bars in More Places‖: http://www.youtube.com/watch?v=F24ckDW0izI 
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-This commercial moves the network coverage message to the entire AT&T network by showing 

how the improved coverage allows a couple to stay in touch more effectively. The commercial 

still shows social needs being satisfied but it is showing the speedy network of more of a 

required commodity good for cell phone users making it more of a safety need that is an assumed 

requirement for any cell phone user. 

2010 

―Download Speed‖: http://www.youtube.com/watch?v=ephdPuu27yg 

-This commercial also deals with the network coverage of the AT&T service and it now shows 

how the faster network can also be used to satisfy safety needs with some of the users being left 

behind. It seems likely that they are also attempting to push an esteem need since the first 

individual who received the message seems superior to the others since they all have to wait. 

2011 

―Back to the Beginning‖: http://www.youtube.com/watch?v=CAQddBxWlNA 

-This commercial pushes the new 4g network that is emerging for AT&T pushing faster speeds. 

The most interesting part is that this news comes before there are AT&T devices available that 

can utilize 4g speeds.  

―HTC Inspire 4G‖: http://www.youtube.com/watch?v=Cng-SOlNRoE 

-This is the newest AT&T phone that is due to be released soon and it will be the first to work on 

their 4G network. Since it is being released after interest has built in the new 4G network, this 

product will look to function as less of a gadget and more of a tool used to access the already 

promoted new network. 
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Attachment #2 - Sprint Television Ads 

1996 

―Cash Back‖: http://www.youtube.com/watch?v=StGxMwPHSVU&feature=related 

-This ad is promoting Sprint international calls and some extra incentive for frequent users. They 

are promoting cash back on international calls in an effort to get more repeat business. They are 

promoting a social service with the potential to stay in touch with others abroad, but also a safety 

need with the financial benefit they are offering. 

1997 

―10 cents‖: http://www.youtube.com/watch?v=O4gRtJc60VI 

-This ad is promoting 10 cents a minute phone rates from Sprint. The ad shows how everything 

in a man‘s life was made easier as a result of the 10 cent calls. It is promoting safety again with 

the money saving techniques, but I also see it promoting esteem needs since it shows him 

becoming more successful and receiving recognition from people as a result of the phone calls. 

1999 

―Cellulartown‖: http://www.youtube.com/watch?v=9gW75jMlidY 

-This ad shows a ghost town that was once thriving but had been hit hard by high long distance 

bills. Sprint‘s PCS plan gives minutes for a low rate. This ad is promoting safety needs showing 

how sprints service can help promote economic security for phone users. 

2000 

―I did not talk‖: http://www.youtube.com/watch?v=CidP_rbSWIc 

This commercial is a spoof on the Bill Clinton affair controversy. It promotes Sprint Free and 

Clear calling. They are promoting a clear network with quality calls. This commercial also shows 

a phone model and promotes money saving minute packages appealing to economic safety 

needs. 

2001 

―Block of Talk‖: http://www.youtube.com/watch?v=Ua9GMamj3bI 

This commercial shows a plan for state to state calling from Sprint. This one shows a mother and 

two daughters and it appeals to social needs with the main focus of the advertisement being on 

connectivity and social aspects of the Sprint service. 
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2002 

―Good Morning Mike‖: http://www.youtube.com/watch?v=U3-dRq1HO3o  

-This advertisement shows snowboarders who are texting each other with a plan to play a prank 

on one of their friends. This ad appeals to social needs since no words are spoken until after the 

prank, they communicate exclusively through texting. 

2003 

―Super Woman‖: http://www.youtube.com/watch?v=7bkMulfwmQ0 

-This ad shows a woman in a superhero outfit talking to the Sprint spokesman. She explains how 

the new Sprint phone has made her feel more powerful, super even. This ad shows the phone 

model briefly at the end and with the emphasis on self improvement as a result of Sprint‘s 

services, it works to appeal to esteem needs and possibly self actualization for some people. 

2004 

―New Kid In School‖: http://www.youtube.com/watch?v=5hutNMcldW0 

-A new child is seen entering a grade school classroom and she is given special treatment. This 

refers to how cell phone companies cater to new customers but ignore existing ones, unlike 

Sprint. This ad appeals to esteem and social needs as Sprint is looking to relate to the customer 

and serve them, making them all fell special rather than forgotten. 

2005 

―Karma Chameleon‖: http://www.youtube.com/watch?v=8r2ArlgQgTE 

-This commercial shows a guy humming what he thinks is his ringtone but it is for the wrong 

song. This ad is promoting the new Sprint download program that allows him to download 

ringtones and songs to his phone wirelessly. The man downloads a new song that is ―manlier‖ in 

order to cover up his mistake. This is a new technology for the time and it appeals to an esteem 

need since it is an emerging product and it shows how it helped the man save face. 

―Voodoo Dolls‖: http://www.youtube.com/watch?v=l2go5sXSHU4 

- This commercial shows a man in an office with two Voodoo dolls for overage charges and 

roaming. This commercial appeals to economic safety needs since it helps assure customers they 

will save money, and it also appeals to esteem needs since it gives more control to the customer. 

2006 
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―Salt-N-Pepa‖: http://www.youtube.com/watch?v=P9JSpVH7exY 

-This ad shows employees in an office dancing during a crisis. The manager comes in and asks 

what they are doing and explains what problems the company is having. The three men stop 

dancing and solve the problem instantly with their Sprint phones. This ad shows how Sprint‘s 

devices can solve problems and make life easier as well as allowing them to stay connected. This 

ad appeals to safety and social needs. 

2007 

―Oxen vs. Dachshund‖: http://www.youtube.com/watch?v=kJrO8TijBpU 

-This commercial shows how a farmer who ordered 200 buffalo ended up with weiner dogs 

because of bad call quality and static. This ad promotes the clarity of Sprint‘s cellular network to 

avoid having call message confusion. This makes the ad appealing for safety needs since it looks 

to make life easier and avoid problems for customers. 

2008 

―Call Your Circle‖: http://www.youtube.com/watch?v=6TnqwISHskY 

-A mother is shows interacting with members of her family. They are able to gradually move 

from their own bubbles or ―calling circles‖ into one big one for the family. This ad promotes the 

social needs that Sprint can serve with the group service option, allowing family members and 

friends to stay in touch. 

2009 

―Palm Pre‖: http://www.youtube.com/watch?v=GrLR7l4qgfQ 

-This is a commercial for the Palm Pre smart phone on the Sprint network. It shows how the 

phone can access many different websites. This ad promotes the same type of message as the 

Iphone from AT&T and the Droid from Verizon. At this stage the phone isn‘t being promoted as 

a gadget although they are still attempting to appeal to esteem needs. It has become a mainstream 

tool and Sprint is promoting the social aspects of the phone. 

2010 

―Trapped on a Chairlift‖: http://www.youtube.com/watch?v=Gcz81LQ2Fds 

-This commercial shows skiers who have become trapped on a ski lift, but thanks to Sprint‘s 

services they can all find effective ways to pass the time. This ad shows multiple needs being 

served including esteem needs with the way the phone can ―take the user away‖, social needs 

allowing them to keep in touch, and safety needs with one skier being able to get work done 

while trapped. Also, the commercial mentions the emerging Sprint 4g network. 
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2011 

―Evo 4G‖: http://www.youtube.com/watch?v=5fEiGqt5_6w 

-This is an advertisement for the new Evo 4g phone from Sprint. It shows reviews for the phone 

comparing to the Iphone and other smart phones. This message appeals to esteem needs since 

they are making the Evo 4g a conversation piece that can be compared to others on the market. 

Also, they mention their 4g network just like the current commercials for Verizon and AT&T. 

Even though none of the major carriers have many phones out that can use the new technology, 

they are all competing as the best 4G network, regardless of who can use it because of their 

device. 
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Attachment #3 - Verizon Television Advertisements 

1998 

―It could change your life‖: http://www.youtube.com/watch?v=epdxZJe3PuA 

-Before Verizon was known as Verizon it was under Bell Atlantic and then Airtouch Cellular. 

This is an early commercial from Airtouch and it shows the divide a man has between what he 

has to do and what he wants to do. At the end of the commercial it is implied that the services 

offered by Airtouch (Verizon) could change his life, thus promoting a convenience need falling 

into the social category. 

1999 

―Santa Working Out‖: http://www.youtube.com/watch?v=GXzWmW8zdL4 

-This commercial shows Santa being able to take his work out of the office, mainly to the gym to 

stay in shape and avoid getting stuck in a chimney. The purpose of this ad is promoting the 

convenience aspect of the products offered by Verizon satisfying social and in the case of Santa, 

safety needs. 

2000 

―New Nokia Packages‖: http://www.youtube.com/watch?v=cFL8n0uF9w4 

-This commercial is the first I have found for Verizon promoting an actual phone model. It 

emphasizes some of the specific features of the new phone giving it some esteem need satisfiers. 

Also some package deals are explained at the end. This could appeal to esteem needs for those 

who pride themselves on being frugal, and safety needs for those looking for economic benefit 

from the package deals. 

2001 

―Join in‖: http://www.youtube.com/watch?v=CYWVTNDE7MM 

-This ad focuses on being able to take the Verizon network with you to conduct business and 

stay in touch with those close to you. It focuses primarily on social and safety needs. 

2002 

―Can You Hear Me Now‖: http://www.youtube.com/watch?v=OPwPo-IAQ-E 

-The infamous ―Can You Hear Me Now‖ commercial that promotes the network coverage of 

Verizon wireless. This ad and other similar Verizon ads promote the Verizon services as being 
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able to serve the same social and safety needs of the AT&T network coverage commercials from 

the same time span. 

―Think Outside the Box‖: http://www.youtube.com/watch?v=_h77LUNDva0 

-This is a commercial for Mobile Messenger from Verizon. This is one of the early forms of 

texting and at this stage the service is in between an esteem need and a social need depending on 

the individual and their purpose. 

2004 

―IN‖: http://www.youtube.com/watch?v=EWt-alggawQ 

-This commercial deals with the in option for Verizon wireless customers. This refers to being 

able to stay in touch with any Verizon customer who is a part of the program. This satisfies a 

social need and as the content of the advertisement shows, the service is meant to keep you 

connected to friends and family. 

2005 

―It‘s the Network‖: http://www.youtube.com/watch?v=cSnGOLpJmzc 

-This commercial shows a man leaving the Verizon store with hundreds of Verizon workers in 

tow known as ―the network‖. This advertisement is meant to illustrate the reliability of the 

Verizon cell phone network. The message of this ad is aiming at satisfying safety needs with 

their persistent message of reliability. Also, similar to the AT&T ads, a cell phone model is 

mentioned at the end of the ad after the network message has been delivered. 

2006 

―Chocolate‖: http://www.youtube.com/watch?v=4wkJZOiOyXI 

-This is Verizon‘s ad for their new Chocolate phone which doubles as an MP3 player. This ad is 

geared towards esteem needs since it is an introduction message for a hip new product. 

―Ringbacks‖: http://www.youtube.com/watch?v=aoatx75Ix-w 

-These are a couple ads for ringback tones which is another technological advancement in the 

cell phone world. Verizon is promoting them as one of the newest phone innovation and for that 

reason they serve as an esteem satisfier more than anything else. 

2007 

―Double The Network‖: http://www.youtube.com/watch?v=70UzgxL3XFo 
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-This ad promotes coupling home phone service with mobile phone service. The purpose of this 

is to save the customer money and allow them double access to the network. This serves a social 

need since they have more ways to stay in touch, but it also acts as a safety need satisfier since 

they have more ways to stay in touch they can feel more secure about having double the network. 

2008 

―Dare‖: http://www.youtube.com/watch?v=4buFUsvFGvU 

-This is another device introduction ad for the LG Dare from Verizon wireless. The phone is a 

touch screen device similar to AT&T‘s Iphone and the ad makes the device seem like a taboo 

and cool new thing appealing to esteem needs more than anything else.  

―Beekeeper‖: http://www.youtube.com/watch?v=R1F3HwTBIRk 

-This commercial shows how not having the right network can result in dire consequences in the 

wrong situation. It is a comical example of how Verizon‘s network can satisfy a safety need for 

those who find themselves in certain situations. 

2009 

―Misfit Toys‖: http://www.youtube.com/watch?v=O30bXECD36I 

-This is essentially a comparison ad between AT&T and Verizon network coverage. This 

commercial takes a crack at the Iphone and the AT&T network by showing a map of their 

incomplete 3g coverage. At the end of the commercial they promote their own 3g phones. This 

ad looks to mostly serve safety needs since their network is safer and more reliable than AT&T. 

2010 

―The Droid‖: http://www.youtube.com/watch?v=U8K83gR7Qmc 

-This ad promotes the new Verizon Droid phone and all of the innovative features that come with 

it. The main purpose of this commercial seems to be esteem and possibly even self actualization 

as the ad explains how the phone can make a better you. It also could appeal to safety needs for 

those looking for an effective tool to help them with their work. 

2011 

―Rule the Air‖: http://www.youtube.com/watch?v=hJc_KDkpIU8&feature=related 

-This is a commercial for the emerging Verizon 4g LTE network which is going to be used on 

future cell phone devices. Just like the AT&T ads, the network is being advertised before the 

phone, meaning that future phones will be expected to work on this new innovative network. 
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Attachment #4 - Advertisement Table 

Year AT&T Message Sprint Message Verizon Message 

1995 Social - - 

1996 Social Social/safety - 

1997 Social Safety - 

1998 Social/safety - Social 

1999 Social/safety Safety Social/safety 

2000 Safety Safety Safety/esteem 

2001 Safety Social Social/safety 

2002 Safety/social Social Safety/social 

2003 Safety Esteem - 

2004 - Esteem/Social Social 

2005 Esteem Esteem Esteem/safety 

2006 Social Social/safety Esteem 

2007 Safety/esteem/social Safety Social/safety 

2008 Social/esteem/safety Social Esteem/safety 

2009 Safety/social Esteem/social Safety 

2010 Safety/esteem Esteem/social/safety Esteem/safety 

2011 Esteem/safety Esteem/safety Esteem/safety 

 

*Please note in sections where there is a divided message, the first listed need is the primary 

message with following needs having a lesser emphasis.  

**Example) the 2007 AT&T advertisement had a message that appealed to all three need levels, 

but the most prevalent was safety, followed by esteem, and finally social needs. 
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Abstract 

If the current social security system is unchanged for the next thirty years, there will be 

insufficient funds to pay full retirement benefits. Between 2037 and 2041, taxes collected and 

interest from the trust fund will no longer be enough to pay for benefits and the trust fund will 

begin to deplete. Approximately ten years later, the trust fund will be completely depleted and 

taxes collected will only be enough to pay partial benefits. The current research looks at various 

solutions to alleviate or eliminate the shortfalls in future social security benefits, as well as 

different options of saving for retirement. Savings plans for someone age 25, 40, and 55 are 

considered and compared to the current social security plan. Simulations and projections for each 

option at each age are computed in Microsoft Excel using various test cases and scenarios. 
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What is Social Security? 

 Many people in the United States depend on social security as one of their main pillars of 

retirement. According to the Social Security Reform Center, Social Security began on August 14, 

1935 when President Roosevelt signed the Social Security Act, which covered workers in 

commerce and industry. Two years later, the Federal Insurance Contribution Act (FICA) 

required workers to pay taxes of 2% in order to support the Social Security system. In 1939, 

dependents and survivors were allowed to receive benefits. In the 1950s, coverage was expanded 

to jobs outside of commerce and industry. In 1956, the addition of disability insurance expanded 

the social security coverage. In 1972, cost of living adjustments (COLA), which indexes benefits 

to inflation, were introduced (n.d., p.1).  

 A worker‘s Social Security benefit is based on his or her lifetime earnings. To begin the 

calculation, earnings are indexed to account for the cost of living increase and changes in 

average wages. The highest 35 years of indexed earnings are then used to calculate the average 

indexed monthly earnings (AIME). A formula using the average indexed monthly earnings then 

computes the primary insurance amount (PIA). PIA is the sum of three separate percentages of 

portions of the AIME. The percentages in the formula are fixed by law and the dollar amounts, 

called bend points, change with the national average wage index. The bend points for 2011 are 

$749 and $4,517. For someone who is age 62 in 2011, his or her PIA would be calculated by 

taking 90% of the AIME less than $749, plus 31% of the AIME greater than $749 but less than 

$4,517 plus 15% of the AIME greater than $4,517. This is the amount a worker would receive at 

his or her normal retirement age (―Automatic Increases,‖ 2010, p.1).  

Normal retirement age varies from age 65 to 67 and is dependent on the year of the 

participant‘s birth. For example, for someone born in 1937 or earlier, his or her normal 
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retirement age is 65. For someone born in 1960 or later, normal retirement age is 67. Cost-of-

living increases are added to benefits beginning with the year the worker reaches age 62 and up 

to the year benefits commence. Anyone is allowed to commence payments at age 62, but these 

payments are reduced for early retirement. The amount of reduction depends on the number of 

months the benefit commences early. Benefits are increased for late retirements, or anyone who 

commences payments after their normal retirement age, by percentages based on year of birth. 

This current Social Security benefit formula favors low income workers as it replaces a 

significant amount of their earnings. A lower percent of income is replaced for workers at higher 

income levels. 

Today, a majority of United States citizens are covered. Those who are not covered are 

mainly some state or local government and other federal agency employees. The minimum 

benefit amount is based on years of eligibility. The maximum benefit payable to anyone who 

retired at age 66 in 2011 is $ 2,366 per month or $28,392 per year.  The maximum benefit 

increases for every year later that someone would retire. Benefits are reduced if the participant 

retires before normal retirement age. Normal Retirement age varies depending on the year of 

birth.  

The Trust Fund 

There are two basic parts to the trust fund: the Old-Age and Survivors Insurance (OASI) 

and the Disability Insurance (DI). The OASI trust fund is used to pay monthly benefits to retired 

workers and their spouses or children, and to survivors of deceased insured workers. The DI trust 

fund is used to pay monthly benefits to disabled workers and their spouses or children, and for 

providing rehabilitation services to the disabled worker. Not only is the money in the trust fund 

used to pay benefits, a small percentage is used to pay administrative costs. Due to the Social 

http://www.ssa.gov/OACT/ProgData/describeoasi.html
http://www.ssa.gov/OACT/ProgData/describedi.html
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Security Act, expenditures from the trust fund are limited to these two expenses. The income 

from taxes is collected and invested into securities on a daily basis. The cash exchanged for the 

securities goes into the general fund of the United States Treasury and is indistinguishable from 

other cash in the general fund. Money to cover trust fund expenditures comes from the 

redemption or sale of these securities. Essentially, the United States government borrows money 

from the trust fund and then pays it back with interest. 

In any given year, when more taxes are collected than are needed to pay benefits for 

pensioners, the excess amount is placed in an account known as the trust fund. The value of the 

trust fund also increases when the United States Treasury borrows from the trust fund and must 

pay back funds with interest. The trust fund decreases when the benefit amounts exceed collected 

social security taxes plus interest on trust fund. By law, the assets of the Social Security program 

must be invested. The interest that the trust fund earns is based on the average market yield on 

long-term treasury securities.  

The Current Trust Fund and the Future 

In 2010, both employers and employees paid 6.2% of earnings up to a maximum level of 

$106,800. Self-employed individuals are required to pay both portions totaling 12.4%. In 2011, 

the maximum level remained at $106,800. However, in order to attempt to stimulate the 

economy, the employee‘s contribution decreased to 4.2% while the employer contribution 

remained the same at 6.2% for a total tax of 10.4%.  Although this may put a few extra dollars in 

your pocket this year, it will decrease the trust fund much sooner in the long run. A 2008 study 

by Stephen C. Goss, Alice H. Wade, and Christopher J. Chaplain, looked at the financial effect 

of lowering the combined tax rate to only 11.4%. They discovered that, ―the effect of this 

provision, taken alone, would be to increase the size of the long-range OASDI actuarial deficit 
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by 0.98 percent of taxable payroll, and the 75
th

 year annual deficit by 1.00 percent of payroll‖ 

(2008, p. 2). Goss, Wade, and Chaplain also look into the financial effects if employees and 

employers were exempt from paying the tax after the employee reached 45 years of service. Any 

earnings after these 45 years would not be used in the PIA formula. Goss, Wade, and Chaplain 

observed that this tax exemption would, ―increase the size of the long-range OASDI actuarial 

deficit by 0.28 percent of taxable payroll, and the 75
th

 year annual deficit by 0.49 percent of 

payroll‖ (2008, p. 2). 

If the current social security system is unchanged for the next thirty years, the trust fund 

will not be bankrupt but there will be insufficient funds to pay full retirement benefits. Within 

the next few years, due to baby boomers and an increased number of retirements, taxes alone will 

not be enough to pay for current benefits. When this happens, interest earned on the trust fund 

will be used. The interest plus taxes will be more than enough to pay for benefits. The trust fund 

will not decrease but will increase less rapidly and benefits will still be paid in full. This is the 

case for both the OASI trust fund and the DI trust fund. When taxes collected and interest from 

the trust fund will no longer be enough to pay for benefits and the trust fund will begin to 

deplete. According to the U.S. Social Security Administration‘s Actuarial publications, the last 

five Trustees Reports have showed that the entire trust fund (OASI and DI, or OASDI), ―would 

become exhausted between 2037 and 2041 under the intermediate set of economic and 

demographic assumptions provided in each report‖ (2011, p.1). Benefits will still be paid in full 

at this time. A few years later when the trust fund becomes completely depleted, taxes collected 

will only be enough to pay partial benefits (about 75%). 

Every year, the government-appointed Board of Trustees releases a report on the 

financial forecast of the Social Security and Medicare trust funds. The report issued in 2010 was 
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the 70
th

 trustees report in U.S. history. There are two types of estimates that are used in the 

Trustees Report: long range and short range. Long range estimates are for the next 75 years. The 

length of 75 years is chosen because it is the estimated maximum remaining lifetime of current 

social security participants (―2003 OASDI Trustees Report,‖ 2003, p. 209).  Short range 

estimates are for the next 10 years (―2003 OASDI Trustees Report,‖ 2003, p. 212). The Trustees 

Report uses the trust fund ratio in many of their studies. According to the ―2003 OASDI Trustees 

Report,‖ the trust fund ratio is defined as the assets at the beginning of the year over the cost 

during the year and is expressed as a percentage (2003, p. 216). This shows how much of the 

costs could be repaid only with assets. 

The 2010 Trustees Report was published in August, 2010, and released vital information 

about the future of the trust funds. According to Geithner, Solis, Sebelius, and Astrue, a long 

range projection showed the trust funds would require additional revenue equivalent to a present 

value of $5.4 trillion to pay all currently scheduled benefits (2010, p.11). Geithner, Solis, 

Sebelius, and Astrue write: 

Under the long-range intermediate assumptions, annual cost for the OASDI 

program is projected to exceed tax income in 2010 and 2011, to be less than 

tax income in 2012 through 2014, then to exceed tax income in 2015 and 

remain higher throughout the remainder of the long-range period. The combined 

OASI and DI Trust Funds are projected to increase in dollar level 

through 2024, and then to decline and become exhausted and thus unable to 

pay scheduled benefits in full on a timely basis in 2037. However, the DI 

Trust Fund is projected to become exhausted in 2018, so some action will be 

needed in the next few years. At a minimum, a reallocation of the payroll tax 
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rate between OASI and DI would be necessary, as was done in 1994. (2010, p.11) 

 

Proposals for Changes in Social Security. 

 Many actuaries have suggested a few basic changes that would allow the trust fund to be 

solvent for almost a century. One basic solution is to increase the social security tax to both the 

employer and the employee. Other solutions suggested include immediately decreasing any 

newly commencing benefits or increasing maximum amount of salary that can be taxed. 

However, some of the solutions may not be able to take place immediately. Necessary changes 

may need to be phased in gradually so employers and employees will have enough time to plan 

for them. 

The 2010 Trustees Report suggests a few key solutions that would allow the trust fund to 

remain solvent for the next 75 years. Geithner, Solis, Sebelius, and Astrue suggest a 1.84 

percentage point increase in total payroll tax that would only amount to .92 percentage points for 

each the employer and employee (2010, p. 12).  For the employer, this would increase the tax 

rate from 6.20% to 7.12%. Geithner, Solis, Sebelius, and Astrue also suggest that, ―scheduled 

benefits could be reduced during the period in a manner equivalent to an immediate and 

permanent reduction of 12.0 percent‖ total for employer and employees combined (2010, p. 12). 

Stephen C. Goss, a chief actuary, discusses the effects on social security benefit levels for 

retirees under several possible changes to the program that were developed by Alice Wade and 

Tiffany Bosley. The first proposed solution is to gradually reduce the percentage factors in the 

PIA formula. Goss explains, ―This would reduce the average growth in benefits for steady 

maximum earners by about 1.2 percent per year‖ (2010, p. 2). The second proposed solution is to 

increase the normal retirement age. Goss expresses that the most effective option to raise the 
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normal retirement age would be to apply an increase of two months per year between 2017 and 

2022 until the normal retirement age reaches 70 years (2010, p. 3). This solution is estimated to 

reduce the actuarial deficit by about 0.96% of payroll (2010, p. 3). 

Another proposed solution is to increase maximum dollar amount that is taxable 

gradually every year. Goss, Wade and Chaplain discovered that this would, ―reduce the size of 

the long range OASDI actuarial deficit by 0.15 percent of taxable payroll, and the 75th year 

annual deficit by 0.13 percent of payroll‖ (2008, p. 3). Goss, Wade, and Chaplain also 

discovered that adding state and local government employees to the list of workers benefitting 

from the social security program would reduce the long range OASDI actuarial deficit by 0.22% 

(2008, p. 4). 

Thoughts other than just minimizing the trust fund shortfalls include alternative ways to 

save for retirement. Goss, Wade, and Chaplain discuss the financial effects of adding a voluntary 

personal savings account with matching contributions from the General Fund of the Treasury. 

Goss, Wade and Chaplain propose starting these accounts in 2012 with 3% of taxable earnings 

under $40,000 (2008, p. 5). This would be similar to an IRA account where contributions are not 

tax deductible but payouts are tax free. One provision of this idea would be to match 

contributions in personal accounts $1 for $1 (2008, p. 6).  

The Current Research 

The purpose of this research is to determine the quality of the current social security plan 

in the United States. The current research looks at various options of saving for retirement. 

Savings plans for someone age 25, 40, and 55 are considered and compared to the current social 

security plan. Simulations and projections for each option at each age are computed in Microsoft 

Excel using various test cases and scenarios. Results have be compared to the current social 
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security plan to determine its‘ quality and see which scenario will provide the most income upon 

retirement. One of the factors used to determine quality is replacement rate. Replacement rate is 

the percentage of a worker's pre-retirement income that is paid out by a pension program upon 

retirement. It is calculated by dividing the amount received as the pension benefit by the earnings 

that the worker received right before retirement.  

Assumptions 

 The research in this study is based on the following assumptions. All participants are 

born on January 1
st
 of the year and are assumed to begin employment on their birthday at age 22. 

Each participant works continuously until retirement. Normal retirement for all participants is 

age 65. Three participants are used in this study. In 2011, they are ages 25, 40, and 55. The age 

25 participant was born in 1986, began employment in 2008, and will reach age 65 in 2051. The 

age 40 participant was born in 1971, began employment in 1993 and will reach age 65 in 2036. 

The age 55 participant was born in 1956, began employment in 1978 and will reach age 65 in 

2021. Each participant is assumed to earn $50,000 annually in 2011. Annual earnings are 

assumed to increase by 3% each year. Annuity factors were calculated using the UP84 Mortality 

table. 

 For social security calculations, the following factors are assumed to increase by 3% each 

year: the wage index, cost of living, bend rules, and social security max pay. The social security 

retirement age for the 25 and 40 year old participants is 67. The social security retirement age for 

the 55 year old participant is 66 years and 4 months.   

 For defined contribution calculations, employee and employer contributions are assumed 

to be 6.2% of earning. Returns on investments are 3%. The interest rate is set at 6%. 
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Social Security Projections 

 Using the preceding assumptions, social security benefits were estimated for the three 

participants. The purpose of this test case is to have a starting point to compare other 

calculations. For the 25 year old, AIME was calculated to be $11,946.34, PIA was $5,499.99 and 

Cost of Living Adjusted (COLA) PIA was $6,376.00.  This participant had a replacement rate of 

45.54%. For the 40 year old, AIME was calculated to be $7,757.59, PIA was $3,530.35, COLA 

PIA was $ 4,092.64.  This participant had a replacement rate of 45.55%. For the 55 year old, 

AIME was calculated to be $5,414.77, PIA was $2,266.06, COLA PIA was $2,626.98.  This 

participant had a replacement rate of 46.91%. 

 

Defined Benefit Projections 

 A Defined Benefit (DB) plan calculates a retirement benefit based on a company specific 

formula, which is usually tied to years of service or salary. Usually, employees are not required 

to make any contributions. DB plans are more beneficial for older, long service workers. 

Benefits increase exponentially since they are based on salary and service, which have the largest 

increases in later years. However, if an employee were to start at a new company, he or she 

would begin with zero years of service. Employers bear all of the risk in DB plans and there are 

strict government regulations about the funding percentage of pension funds. Currently many 

companies are moving away from DB plans to avoid the risk. Companies have the option to 

freeze accruals but cannot reduce benefits already accrued. Eliminating a DB plan is not a 

decision that is taken lightly. Not only must the company pay a large tax, eliminating a pension 

plan can upset a union. 

Defined Contribution (401K) Projections 
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  Defined Contribution (DC) plans are a type of private pension plan. Usually, an 

employee will make a contribution into his or her individual account and the employer matches a 

certain percentage. Basically, employees have pension accounts which increase over time with 

additional contributions and interest earned. DC plans are more beneficial for younger or mobile 

workers. DC plans favor younger workers since they have more years for the benefit to 

accumulate. Also, with a DC plan, employees will not need to start from scratch if they begin a 

new job at a different company. DC plans have a liner benefit growth and are most beneficial if 

an employee starts contributing sufficiently early in his or her career and investments earnings 

are favorable. In DC plans, employees must bear the risk of the investment returns. Recently, DC 

plans have been increasing in popularity. 

 The purpose of this test case is to determine if employers and employees each invested 

6.2% into DC plans instead of social security if the ending retirement benefit would be greater. 

All participants begin contributions in 2011 and continue contributing until age 65. For the age 

25 participant, the age 65 account balance would be $785,422.69, making the age 65 annual 

annuity payment $80,116.15. This participant has a replacement rate of 50.59%. For the age 40 

participant, the age 65 account balance would be $315,083.09, making the age 65 annual annuity 

payment $32,139.69. This participant has a replacement rate of 31.62%. For the age 55 

participant, the age 65 account balance would be $80,895.94, making the age 65 annual annuity 

payment $ 8,251.70. This participant has a replacement rate of 12.65%.  

 This test case shows that if the same contributions were put into a DC plan instead of 

social security, the retirement benefit would be greater in the long run. As mentioned above, DC 

plans are most beneficial for employees who begin contributions early on in their career. This 

would be why the age 25 participant has the highest replacement rate.  
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Introduction 

 Sure, we can marvel at the changes the internet has made to humanity.  One could go on 

and on about how it has become the most valuable source of knowledge known to man.  

However, something even greater has emerged from the very same technology.  That is social 

media.  According to Wikipedia (an excellent illustration of social media at work), social media 

is "an umbrella term that defines the various activities that integrate technology, social 

interaction, and the construction of words, pictures, videos, and audio" (2011).  It defines all 

communication we have through the internet. 

 There is no better time than now for businesses to take social media seriously.  In fact, 

93% of social media users believe a company should have a presence in social media (Cone 

2008).  Yet, to the mistakes of many businesses today, this does not mean users want to hear 

more broadcasting.  If businesses are going to market in this channel, and be successful, it is 

imperative that they understand how to market effectively. 

 

Thesis 

Through the use of Content, Engagement, and Analytics, successful business 

performance can be achieved. 

 

Literature Review 

With the advent of the internet, the marketing industry has changed drastically.  Until just 

recently, advertising has always been one-way media such as television commercials, print ads, 

radio ads, and signage.  The problem with traditional media is that the ads are feeling less and 

less authentic.  The lack of authenticity fails at building a relationship with the consumer, and 
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more importantly, fails to build trust (Scott, 2007).  When a corporation does decide to advertise 

online, that corporation often does so similar to other media by displaying promotions, 

commercials, or prices.  It fails to take advantage of the new internet media‘s opportunity to 

show product reviews, ratings, or general useful information (Scott, 2007).   

 

Internet Marketing 

As new internet users are connecting every day, successful internet marketing becomes 

ever more important.  Approximately 25 percent of the world‘s population connects to the 

internet.  Nearly 1.8 billion people connect to each other through the internet (Internet World 

Stats, 2009).  This large population of easily reachable consumers leaves great potential for cost-

effective, marketing strategies that anyone with a computer can execute. 

This great online market has brought retailing to the online world.  Also known as e-tailing, this 

industry has been and continues to be a booming business.  Total online sales reached 

approximately $131 billion in the U.S. during 2007 (not including sales of travel), and will grow 

to $183.9 billion in 2012 (Plunkett Research, 2009).  Without a digital marking strategy, a 

corporation will miss opportunities and ultimately lose business (Ryan & Jones, 2009).  

Increasingly, businesses are paying much closer attention to this new media. 

Companies realize that consumers are on the internet.  The common notion, ―go where the 

consumer goes,‖ plays a role once again as it always had when a new media was introduced.  

Since the internet has been trusted as a marketing medium, corporations have been increasingly 

spending on online advertising.  Analysts at IDC estimated online advertising expenditures in the 

U.S. totaled $25.5 billion during 2007, and will grow to $51.1 billion in 2012.  Online 
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advertising in 2009 will account for about 8.5% of all ad expenditures in the U.S (Plunkett 

Research, 2009).  This number will continue to grow as this new media matures and develops. 

This new media is changing the way firms, large and small, are advertising.  In a big way, it is 

leveling the playing field between large and small companies.  In a way, social media helps small 

businesses seem big and big businesses act small (Moore, 2009).  This means that small 

companies can finally achieve credibility and brand awareness, and large companies can finally 

put a face on an increasingly impersonal brand.  Simon Clift, CMO of Unilever, a Fortune 500 

company, stated in a recent Advertising Age conference, "So this internet thing is much bigger 

and more interesting than just finding successors to TV advertising."  He goes on to explain, 

"Brands are now becoming conversation factors, where key opinion formers discuss functional, 

emotional, and social concerns, and the conversation is no longer one-way" (Clift, 2009).  The 

internet has created an age of two-way communication that we are only beginning to see. 

Marketing success in cyberspace often has been accomplished, but rarely dissected.  In its 

simplest form, online marketing success can be attained through two components: content and 

engagement.  These two keys to success work together, hand-in-hand, often cycling, and 

intersecting between one another. 

 

Content 

The first component to online marketing success is content.  Online content can be 

defined as all data, applications, e-services, images, audio files, and video files.  The internet is 

an information superhighway.  When a user is surfing the net, they are looking for good 

information, making content all-important (Callan, 2006).  It is an age-old fact that consumers 

will only do business with people they can trust.  Content translates to the consumer the 
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credibility and trust of the company.  Organizations must now think like publishers to provide 

useful content to a specific audience (Scott, 2007).  Consumers will not care for a brand if it does 

not care for them.  By supplying good content, the brand can become trusted and memorable 

(Shelton, 2009).  Useful content builds trust with the consumer in the same way a small 

neighborhood hardware shop can compete with a large hardware megastore like Lowes; it puts a 

personable face on a once consumer-disconnected company. 

Useful content can consist of many things, as long as it is relevant to the needs and 

interests of its audience.  Brands are successful when they not only talk about their product, but 

also get into conversations that are related to their business (Shelton, 2009).  As broadband 

internet becomes more widespread and the bandwidth is ever growing, the notion of rich content 

is becoming popular.  Rich content has the ability to create a unique experience for the 

consumer.  For example, an ebook can have text and images, but when you add links to videos or 

tools, the experience becomes multi-dimensional (De Lancie, 2009).  The uses of rich content are 

limitless.  More than ever, consumers are able to interact with a product or service before 

deciding to commit to a sale.  Through features such as zoom, enlarge, alternate views, video and 

rotation, consumers can experience a product much more than just through an image (De Lancie, 

2009).  The consumer can now connect with products and services easier than ever.  This is a 

win-win situation to any company with a quality product. 

 

Engagement 

For maximum effect, it is not enough to merely provide rich content.  Content‘s 

complementary component, engagement, is the fuel that powers the online marketing machine.  

Engagement online is facilitated through social media.  Social media is defined as ―an umbrella 



 
 

309 
 

term that defines the various activities that integrate technology, social interaction, and the 

construction of words and pictures‖ (Anvil Media Inc, 2009).  Social media marketing is used to 

stimulate word-of-mouth and build a lasting relationship with the consumer. 

All marketers agree on one thing, word-of-mouth advertising is single-handedly the most 

effective form of advertising.  Essentially, word-of-mouth advertising is so successful because it 

is advertising coming from a source the consumer trusts the most: friends and family.  Nielsen, 

the market research firm, recently called word-of-mouth ―the world‘s most powerful sales tool.‖  

Social media only amplifies word of mouth (Duron, 2009).  In comparison with any other 

marketing media, word-of-mouth has always reigned supreme.  According to Forrester Research, 

94% of consumers trust Word of Mouth and 84% of business buyers say Word of Mouth has the 

greatest influence over their purchase decisions, far surpassing any form of paid media (Duron, 

2009).  Social media marketing, when done correctly, encourages consumers to talk about a 

company.  The problem, essentially, is how to turn ―passive fans‖ into genuine ―brand 

ambassadors‖ (York, 2009).  Empathica, an advertising agency that pioneered the successful Red 

Robin social media campaign, is an example of leveraging a social network community into 

creating buzz.  Andrew Datars, VP-product management at Empathica argues that the real 

challenge is not to acquire fans of your brand, but it is getting those fans talking about and 

engaging with your brand (York, 2009).  The Red Robin fan page, with only about 1,900 fans, 

has generated 225,000 positive impressions since April 2009.  This conversion factor is much 

more influential in stimulating buzz because it engages consumers, keeping the brand at the 

forefront of their mind (York, 2009). 

Building a relationship with the customer is extremely important to customer retention.  

There are many social media tools available to build relationships on a wide scale in a relatively 
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short period.  Twitter can be used in a way that acts as the voice of the company.  Being an opt-

in channel, Twitter only connects with high-value consumers because they are brand-loyal 

enough to follow you (Jacobs, 2009).  Twitter has bridged gaps between companies and 

consumers.  In very little time, Twitter can build a strong relationship with consumers that may 

not necessarily be a strictly business relationship (Jacobs, 2009).  Consumers want to trust a 

brand or company.  Moreover, consumers are looking for genuine brand that they can have a 

conversation with (Motley, 2009).  However, Twitter should not be the only social media 

strategy used.  Twitter should only be used a measure of how well the marketing strategy is 

going.  This creates a real-time look on how consumers feel about a brand (Hampp, 2009).  This 

ability to know consumer‘s reactions and opinions in real-time is remarkably valuable to a 

marketing strategy.  It allows marketers to adjust based on consumer attitude. 

 

Analytics 

After reviewing the literature on internet marketing, there is an incredible amount of 

information supporting success when used properly.  However, current research only shows the 

effects of social media tools individually.  This further proves the need for a practical model that 

uses all of these elements in the correct combination.  The research in this area is almost non-

existent.  Research must be done on the analytics and consumer conversion rate of the elements, 

Content and Engagement, and the effects of social media tool use. 

 

Research Questions 

1: Is the growth of sales (%) affected by the number of blog posts? 

2: Is the growth of sales (%) affected by the number of "likes" on facebook? 
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3: Is the growth of sales (%) affected by the number of twitter followers? 

4: Is the growth of sales (%) affected by Klout scores? 

5: Is the growth of sales (%) affected by the number of sites linking in? 

 

Methodology 

When coming up with criteria to research, there were some crucial considerations.  Both 

the sample set and the metrics were chosen for maximum relevance in all areas including 

industry, media use, trends, etc.  For an example of the coding sheet used, see attachment 1. 

 

Sample Set 

 For this study, the top ten Forbes Fastest Growing retail companies were chosen to be 

assessed.  Forbes, a leading source for reliable business news and financial information, was 

selected as a resource for their renown among businesses.  Their ―fastest growing‖ list was 

selected to avoid the misinterpretation of positive business performance due to large company 

capital investments.  Moreover, if fastest growing companies are sampled, then it further relates 

to the virility of the web.  Finally, retail companies were selected for the simple fact that most 

digital marketing efforts are directed to the end-user, or consumer.  Retail companies are almost 

always on a business-to-consumer (B2C) level. 

Like the sample set, each metric that was recorded in this study has been chosen for 

specific reasons.  Because this study aims to prove correlation between company performance 

and effective social media use, the metrics chosen were business performance, content, 

engagement, analytics, and paid internet advertising.  All data was recorded on December 9, 

2010. 
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Business Performance 

 As far as business performance goes, both the growth in sales and net income over one 

year was recorded.  Sales growth was looked at because the raw incoming revenue can represent 

the total consumer demand for the companies‘ product or service.  The net income was then 

examined to get an idea of the effectiveness of the companies‘ ability to lower costs and 

maximize profit.  Going deeper, the percent and the absolute dollar amount of each were 

recorded.  The dollar value was recorded to find a point of reference.  More importantly, the 

percentage of both the sales growth and net income were recorded to compare the companies in a 

relative manner.  In Table 1.1, the sample set and the corresponding business performance values 

for 2009 can be seen. 

Table 1.1  

Brand Growth in Sales 

(million $) 

Growth in Sales 

(%) 

Net Income 

(million $) 

Net Income (%) 

1. Apple 65,225 52 14,013 70.2 

2. Amazon 24,509 27.9 902 39.8 

3. Aeropostale 2,230 18.3 229.5 53.6 

4. Netflix 1,670.3 22.4 115.9 39.5 

5. PriceSmart 1,395.9 11.5 49.4 16.1 

6. Coinstar 1,144.8 25.5 57.3 305.8 

7. Buckle 898.3 13.4 127.3 21.9 

8. Deckers 813.2 17.9 116.8 57.9 

9. EZCORP 733 22.7 97.3 42.1 
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10. True 

Religion 

311 15.2 47.3 6.7 

 

For the basis of this research, more weight is placed on the sales growth percentage in efforts to 

correlate social media marketing to an increase in demand.  All business performance data was 

extracted from Hoover‘s online database. 

 

Content 

Digital content is defined as a textual, visual, or auditory experience that the user has 

online.  Effective digital content is made up of many different components.  For this study, the 

company blog and root website was examined.  Only these two pieces were observed because 

most companies are hesitant to utilize the latest forms of new media.  Therefore, at the time of 

this study, the most established content platforms are the root website and the blog. 

Beginning with the blog, there are some elements of a corporate blog that could make it 

successful.  These elements are the frequency of posts per month, new products or features, 

promotions, or events. 

The first component examined was frequency of blog posts.  This number, among other 

things, is extremely important to the overall success of the blog.  Considering most people will 

find blogs using a search engine, it becomes increasingly important to write more pages for the 

search engine to index.  Furthermore, most search algorithms rank websites based on frequency.  

Generally, the more posts by a blog, the higher it is ranked.  The idea is that blogs that post more 

frequently are usually more recent and relevant to the search query.  For this study, each 
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company‘s blog was looked at over the last three months.  An average of the three months was 

found to determine the frequency of posts per month. 

The next three aspects of the blog that were studied is the use of displaying new products 

or features, promotions, and events.  This is to get an idea of how the blog was used.  If, at any 

time, over the last three months a post was written about any of these three aspects, a ―yes‖ value 

was recorded, if not, a ―no‖ value was recorded. 

The most fundamental piece to any online business presence is the root website.  This is 

the company‘s home front on the internet.  What they say or do here is a direct representation of 

how the public will perceive the company‘s brand or reputation.  In this study, social integration 

buttons, a call-to-action step, an obvious sales process, and a SEO grade were all considered. 

The first piece of the root website, social integration buttons, was recorded to represent how 

connected their social media platforms are to their main website.  This indirectly signified the 

company‘s general acceptance and openness to social media; and moreover, the company‘s 

willingness to engage their customers.  If at least the facebook or twitter shield was displayed 

somewhere on the root website, this value was given a ―yes.‖ 

The next portion is the call-to-action step.  This value can be examined to aid in 

understanding the company‘s strategic reason for the root website.  Basically, is the company 

using the root website to sell products/services (ecommerce), or is it using the website to build 

brand equity?  If the ability to purchase a product or service is found anywhere on the company‘s 

root website, this value was given a ―yes.‖ 

Next, is the obvious sales process component.  This mainly is used to view the 

company‘s ability to easily funnel online visitors to a point-of-sale situation.  The word easily is 

emphasized here because incremental adjustments to a website‘s sales process can significantly 
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increase the number of conversions.  An idea that was so important to ecommerce, that an entire 

field of study, aptly named ―website optimization‖ was coined.  If on the root website‘s front 

page there was at least one link to purchasing a product or service, this value was given a ―yes.‖ 

Finally, using websitegrader.com, a tool that measures effective SEO of a website, was tested on 

all companies‘ root websites.  SEO, or search engine optimization, is becoming more and more 

important as more people use search for finding websites on the internet.  According to the Pew 

Internet & American Life Project, ―the percentage of Internet users who use search engines on a 

typical day has been steadily rising from about one-third of all users in 2002, to a new high of 

just under one-half (49 percent)‖ (Fallows 2008).  For this reason, companies should take SEO 

seriously in their online business model.  In this study, scores given by websitegrader.com is out 

of one hundred and is used as a common denominator to evaluate how optimized each website is 

for search engines.  A higher score illustrates good design for search engines. 

 

Engagement 

 The second pillar to digital marketing success is engagement.  In this analysis, only the 

most popular platforms among businesses were assessed: facebook, twitter, and mobile. 

 Facebook, the most popular and successful social network ever conceived, has a loyal 

and active user base of over 500 million.  If facebook were a country, it would be the third 

largest in the world, behind India.  Not to have a presence in this network would be a foolish 

mistake for any business.  For this study, many different aspects were reviewed.  Among these 

aspects are: the number of ―likes,‖ frequency of company posts, presence of a welcome page, 

general product or service information, customer support, product or service engagement, fan-to-

fan community engagement, promotional use, rich media use, and call-to-action implementation. 
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 The first portion of a company‘s facebook page that was examined is the number of 

―likes‖ the page has.  This is likely to be the most critical element to a company‘s facebook page.  

This number is the raw exposure a company will have to connect with the consumer.  The more 

people that like your page, the more people you can connect with on a personal level. 

 Next, the frequency at which the company posted to the wall was recorded.  A company 

that wishes to communicate with its audience more tends to post more to its wall.  The opposing 

behavior would show a lack of interest in community engagement on the end user level.  

Because engagement, like face-to-face interaction is a daily ritual, more immediacy was taken 

into account.  So, this data point was found by counting how many posts were made to the wall 

over three pages back.  That number was then averaged to find the frequency per month. 

 Furthermore, on the company's facebook page, the presence of a welcome page was 

observed.  If the landing page for the facebook page was a custom FBML "welcome" page, this 

value received a "yes."  The intent of a welcome page is to provide as a doorstep to your brand.  

It can be used in a number of ways including promoting deals, calling attention to new products, 

or simply welcoming visitors with an attractive branded splash page. 

 In the next handful of metrics, I observed how each company utilized their facebook 

page.  The method of which they used this channel is usually a good indicator of how they 

leverage social media as a whole.  So, I have identified that brands could use social media to 

offer general product or service information, customer support, product or service engagement, 

fan-to-fan community engagement, promotional use, rich media use, and/or call-to-action 

implementation. 

 The first possible page utilization was general product or service information.  If I was 

able to look back three pages of wall posts and find a post made by the brand pertaining at all to 
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a product or service they offer, this variable received a "yes."  Also, if information regarding 

their product or service was on the "welcome" page or "info" tab, this also received a "yes." 

 Next is the customer service component.  If in the last three wall post pages or anywhere 

else on the facebook page did the brand address an individual's situation involving the brand's 

product or service, this value received a "yes."  If this method were to be used properly, only the 

brand, speaking as an entity, can help a customer with a problem or issue.  If anyone but the 

brand provides customer service, then the attribution will not go to the brand; missing the value 

added effect. 

 The next facebook page use is product or service engagement.  This is when the brand 

compels the community to talk about a product or service.  This metric was given a "yes" if the 

brand posted on the wall about a product or service and then a fan responded in some way.  

Having the ability to generate conversation will propagate word-of-mouth. 

 Moreover is the fan-to-fan community engagement.  This is when the fans of the 

facebook page talk amongst each other.  If at least two people shared a conversation on the wall 

in the last three pages, this value received a "yes."  This metric becomes important when a brand 

wants to create a community around itself.  This community will create its own content about the 

brand; and over time, the brand will have to make less and less interaction. 

 Another technique is promotional use.  A brand can opt to use facebook as a means to do 

promotions.  This can include sales or special discounts for facebook fans.  This can also be used 

to create some sort of interactive game or contest.  If any of these tactics were used on the 

brand's facebook page, this value received a "yes." 

 The final facebook page technique examined in this study was the call-to-action 

implementation.  Facebook allows its users to sell products directly from the facebook page.  In 
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addition, the brand can choose to funnel facebook page visitors to an ecommerce purchase on its 

own website by linking to it.  If either of these conditions exist, this value was given a "yes." 

 The next form of engagement that I chose to look at is the brand's twitter usage.  I first 

examined the surface-level metrics such as the number of tweets per day and follower counts.  

Then, I looked deeper at Klout scores and Twitter Psychology metrics. 

 The first part I looked at was the surface-level variables.  First, I looked at if the brand 

had a twitter account or "handle."  If the brand had an account, this value received a "yes."  Next, 

I recorded the number of tweets per day on average over the span of the life of the account.  

Finally, I recorded the number of followers the brand had, along with the number of people the 

brand was following. 

 The next metric I chose to examine was Klout.  According to Klout.com, Klout is "the 

measurement of your overall online influence."  Klout tracks over thirty-five variables on 

facebook and twitter to measure three key influence factors: True Reach, Amplification 

Probability, and Network Score.  All factors are recorded by Klout.com and given as a number 

from one to one-hundred. 

 The first influence factor is True Reach.  This, according to Klout, is the size of your 

engaged audience.  This number can be increased by having interesting or informative tweets, a 

large follower base that want to spread your tweets, and/or apart of twitter lists.  Of course, if the 

brand did not have a large following of people, it could not have a community to leverage, and 

engagement could not be done; making this factor of importance. 

 The next influence factor is Amplification Probability.  Klout defines this as the 

likelihood that your content will be acted upon.  This is the metric that shows how capable 

someone can be in compelling others to take some sort of action in response to your content.  
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This could possibly be the most important metric of them all because this is at the heart of 

engagement.  Amplification can be increased by starting or participating in conversations, being 

retweeted, and tweeting consistently. 

 The third and final influence factor Klout measures is Network Score.  This score is 

determined by first finding your engaged audience, and then among those users, finding their 

influence level.  It is important to engage your following, but it is even more important to have a 

following that is influential in and of itself. 

 Klout also records what type of twitter user the account acts as.  They call this metric 

Classification.  This value is based on the influence style and network of the twitter handle. 

 

Depending on which of the sixteen squares Klout assigns your handle, will determine your 

classification.  Each classification then has a short description of how you use twitter.  Each 

brand's classification can be seen in Table 1.2. 

Table 1.2 

Apple Amazon Aeropostale Netflix PriceSmart 

Specialist Specialist Explorer Thought Leader Dabbler 

 

Coinstar Buckle Deckers EZCORP True Religion 
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Specialist Explorer Not enough 

tweets 

Not enough 

tweets 

Explorer 

 

To see the short description of each classification, see attachment 2.  This was meant to be 

qualitative data in effort to provide context for the other data points. 

 The final metric I chose to examine with twitter is the Twitter Psychology.  This is a 

ranked list, given by tweetpsych.com, in which the tool analyzes your tweets and finds what that 

twitter user tweets about most.  Some examples include media, money, learning, future, work, 

etc.  Then, TweetPsych records the percentage above or below the average twitter user's tweet 

psychology.  Here, in Table 1.3, are the top five psychographics for each brand's tweets. 

Table 1.3 

Apple Amazon Aeropostale Netflix PriceSmart 

Not enough 

tweets  

1. Media 139% 

2. Sex 94% 

3. Leisure 36% 

4. Learning 30% 

5. Senses 5% 

1. Money 229% 

2. Work 140% 

3. Constructive 

75% 

4. Social 29% 

5. Primordial 

27% 

1. Media 1,307% 

2. Senses 179% 

3. Future 76% 

4. Control 46% 

5. Work 43% 

Not enough tweets 

 

Coinstar Buckle Deckers EZCORP True Religion 

1. Money 1,113% 

2. Numbers 

1. Work 88% 

2. Time 60% 

Not enough 

tweets 

Not enough 

tweets 

1. Positive 189% 

2. Thinking 159% 
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323% 

3. Work 141% 

4. Social 83% 

5. Positive 67% 

3. Positive 51% 

4. Senses -3% 

5. Numbers -4% 

3. Emotions 145% 

4. Money 121% 

5. Sex 116% 

 

These values could prove to be useful in identifying the personalities that do well on twitter.  If 

there were a common personality trait that had success, it should be a trait to emulate.  However, 

like the Classification metric above, this is only meant to serve as context to the other metrics. 

 The next two metrics of engagement I chose to observe was location-based services and 

iPhone/Android applications.  These metrics, both relating to mobile, offer a glimpse of how the 

brand is looking to take advantage of mobile services.  In the case of the location-based services 

metric, this value received a "yes" if some function of the organization used geo-location to 

enhance the product, service, or brand.  The iPhone/Android app metric received a "yes" if the 

brand offered an app in either marketplace to download. 

 

Analytics 

 The third and final pillar to digital marketing success is Analytics.  Analytics are the 

quantitative and sometimes qualitative data pieces that are tracked and analyzed to provide the 

administrator information about the performance of a web platform.  In this study, I chose to 

assess the analytics of the root website for each brand.  I chose the root website because aside 

from being the primary presence on the web for a brand, it is also the place where the point-of-

sale or call-to-action typically occurs. 
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 To begin recording the analytics data, I chose to examine the Alexa metrics given by 

Alexa.com; a reputable internet traffic source.  The three points of data I chose to focus on were 

the world rank, the U.S. rank, and the sites linking in. 

 The first two Alexa metrics were the world and U.S. ranks.  These ranks are logged by 

Alexa and ranked according to the number of visitors a website has in the last month.  As their 

names might suggest, each rank is attributed to the world traffic and U.S. traffic, respectively. 

 The final Alexa metric was the number of sites linking in.  This number is the total 

amount of other websites, not connected to the site in question, that have a hyperlink directed at 

the website considered.  This metric is also extremely important to the success of the brand 

because "sites linking in" is of the most important factors search engines take into account when 

calculating page rank.  The closer to the top of the search results your brand is, the more likely 

people will navigate to your website. 

 The next metrics I looked at was Quantcast's number of unique global visitors per month 

and various demographic information.  Quantcast, another reputable traffic measurement source, 

tracks many things including visitors, demographics, and geographics.  Apart from the unique 

visitors per month, I observed the demographic information of each brand.  This, like a few 

metrics already discussed, was to act as context for the data. 

 

Results 

 In examining the first research question, "is the growth of sales (%) affected by the 

number of blog posts," a positive correlation of .294 (sig. 0.41) was found between growth in 

sales (%) and blog frequency per month.  This figure was not statistically significant.  However, 
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it is possible to extract some insight from this.  Just knowing that this is a positive correlation 

could support that the more blog posts that are done, the higher the growth of sales could be. 

 In the second research question, "is the growth of sales (%) affected by the number of 

"likes" on facebook," a negative correlation of -0.162 (sig. 0.702) was found between growth in 

sales (%) and the number of "fans" or "likes" on facebook.  This statistic is highly insignificant.  

More data will need to be collected to answer this research question; especially considering the 

correlation is expected to be positive. 

 Moving on, in research question three, "is the growth of sales (%) affected by the number 

of twitter followers," a positive correlation of .535 (sig. 0.111) between growth in sales (%) and 

the number of twitter followers.  This, unfortunately, is also statistically insignificant; but not by 

much.  The confidence interval for this particular correlation was 88.9%.  With a slightly larger 

sample set, this relationship could be significant.  Either way, a positive correlation sparks 

interest.  This would be as I would expect.  The higher the number of twitter followers a brand 

has, the more pure exposure that brand will have on the marketplace.  Conversely, it is difficult 

to place responsibility for growth in sales to twitter followers.  The number of followers could be 

the result of other marketing efforts or brand equity in general.  This statistic is too simple of a 

figure to do any quality analysis on. 

 So, in research question four, it asks, "is the growth of sales (%) affected by Klout 

scores?"  To answer this question, four Klout metrics must be examined.  Those metrics are the 

overall Klout score, true reach, amplification, and network score. 

 The first Klout metric, overall Klout score, had a positive correlation of .484 (sig. 0.156) 

with growth in sales (%).  Once again, this was statistically insignificant.  Nevertheless, the 
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positive correlation shows that a higher score generally holds a direct relationship with growth in 

sales (%). 

 The next Klout metric, true reach, had a positive correlation of .539 (sig. 0.108) with 

growth in sales (%).  Again, this was not statistically significant, but close.  With a confidence 

interval of 89.2%, this cannot be ignored.  The sample set of this study consisted of only ten 

companies.  Having a confidence as high as that should support true reach as a viable investment.  

This, of course, seems obvious because "true reach" is defined as the size of your engaged 

audience.  That includes only the size of twitter users that actively engage with your brand.  

Therefore, quality exposure across twitter is an influence on growth of sales (%). 

 Moreover, the Klout metric, amplification, had a positive correlation of .671 (sig. 0.034) 

with growth in sales (%).  This is potentially the single most important finding of this study.  

Even with a sample set of ten companies, amplification has a significant correlation with the 

growth in sales.  Amplification, according to Klout, is the likelihood your engaged audience acts 

upon your content.  For emphasis, in Table 1.4, you can see each of the ten companies ranked by 

sales growth (%) and the amplification for each. 

Table 1.4 

Brand Amplification 

(x/100) 

1. Apple 

2. Amazon 

3. Coinstar 

4. EZCORP 

5. Netflix 

52 

45 

49 

0 

44 



 
 

325 
 

6. Aeropostale 

7. Deckers 

8. True 

Religion 

9. Buckle 

10. PriceSmart 

19 

0 

17 

15 

10 

 

Actions like @ messages, retweets, activity diversity, and audience diversity can all increase 

amplification.  Simply by creating compelling content, your followers will want to share and talk 

about it.  A company should make every effort to maximize this number. 

 Finally, among Klout scores, is the network score.  This had a positive correlation of .004 

(sig. 0.992) with growth of sales (%).  This was the most statistically insignificant score in 

relation to growth of sales.  Certainly, this is affected by the small sample set.  Additionally, 

because this variable is taken into account for the overall Klout score, this metric may have 

tarnished the significance value of the overall score.  Therefore, the overall Klout score could 

potentially be inaccurate due to a seemingly insignificant network score.  

 In the final research question, "is the growth of sales (%) affected by the number of sites 

linking in," a positive correlation of .571 (sig. 0.084) was found between growth of sales (%) and 

the number of sites linking in to the root website.  By common statistic standards, this data point 

is insignificant.  However, with a confidence of 91.6% and a larger sample set, this value would 

likely be statistically significant.  Nonetheless, this value is incredibly important as it is of the 

most important considerations a search engine makes when deciding page rank.  Consumers use 

search engines very heavily when making a purchase.  According to eConsultancy, "nearly two-
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thirds of consumers (61%) use search engines to help them in their product research decisions 

leading up to purchase" (2010).  As a result, the more sites that link in to your website, the higher 

your website will rank in search engines.  So, the higher you rank in search engines, the higher 

the probability consumers will find your company as opposed to a competitor. 

 

Research Inaccuracies 

 With most studies, there comes the problem with inaccurate findings.  To begin, this 

research is meant to be considered a pilot study.  That means this study is to be taken as a guide 

for future research.  That future research must examine more companies in the sample set for the 

correlation statistics to be significant and usable.  

 Next is the issue of related time.  The most recent business performance statistics that 

could be found was for 2009.  The date at which each company was evaluated against the coding 

sheet was on December 9, 2010.  The inaccuracy lies in that some social media initiatives could 

have been instituted over the course of 2010; creating an unrelated cause and effect.  This could 

be improved by taking the values from the coding sheet data now (2010) and analyzing it against 

business performance for 2011.   

 

Future Study Considerations 

 If this study were to be performed in the future, there are many ways that it could be 

improved or expanded upon.  Some improvements were stated above to correct the inaccuracies.  

Also, a separate study that goes deeper into the twitter psychology in relation to Klout scores 

could be interesting.  This is mostly because so many brands have no idea how to conduct their 

identity on twitter.  If an effective "personality type" were identified, this could be useful. 
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 Furthermore, a closer look at the demographics of visitors in relation to anything else 

could be interesting.  It cannot always be assumed that the general demographics of your 

customers are the same as the demographics of your online visitors.  This variation could prove 

valuable to any company. 

 Another improvement could be made in the way data was recorded.  Instead of a simple 

"yes" or "no" value, a frequency would be much more useful.  For example, instead of merely 

noting if the facebook page had rich media or not, rather record how much of each type of media 

was utilized.  This would give a much deeper look into the level of which a company should 

invest resources into each metric. 

 

Conclusion 

 Undoubtedly, marketing online has become tremendously important to businesses.  

Through effective use of content, engagement, and analytics, any respectable company can be 

successful.  However, this will not serve as the be-all end-all to company success.  Marketing 

online is unlike marketing on any other medium.  If you have a mediocre company or product, 

marketing online will only accentuate those negative factors.  In effect, marketing online is like 

taking a giant magnifying glass to a brand.  To a company that is confident with their product or 

service offering, online marketing can significantly increase business success.  
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Attachment 1 

 

Business Performance Metrics:  

Apple 

Growth in Sales  

Share Price Growth  

 

Content 

Blog 

Frequency of updates 

(post/week)  

 

New Products or Features Y N 

Promotions Y N 

Events Y N 

Other  

Root Website 

Social Integration ―Buttons‖ Y N 

Call-to-Action Step Y N 

Obvious Sales Process Y N 

SEO Grade 

(websitegrader.com) (#/100) 

 

 

Paid Internet Advertising 
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Google Adwords Y N 

Facebook Advertising Y N 

Twitter Promotional 

Tweets/Hashtags 

Y N 

StumbleUpon Advertising Y N 

AdMob 

(Android/iPhone/iPad/Mobile 

Advertising) 

Y N 

iAd (iPhone/iPad Advertising) Y N 
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Engagement 

Facebook 

# of Fans/Likes    

Frequency of Posts  

Welcome Page Y N 

General Product/Service 

Information 

Y N 

Customer Support Y N 

Product/Service Engagement Y N 

Fan-to-Fan Community 

Engagement 

Y N 

Promotional Use Y N 

Rich Media Use (Pictures, 

Video, etc) 

Y N 

Call-to-Action 

Implementation 

Y N 

Twitter Handle 

Tweets/day  

# of followers  

# following  

Klout 
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Score (#/100)  

True Reach  

Amplification  

Network  

Classification  

Twitter Psychology 

(tweetpsych.com) – Top 5 

results and % 

 

Mobile 

Location-based Services Y N 

Android/iPhone App Y N 

 

Website Analytics 

Alexa Metrics 

Traffic 

World Rank  

US Rank  

Sites Linking in  

Quantcast Metrics 

Traffic 

Unique Visitors/Month  
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Demographics 

Gender  

Age  

Race  

Children  

Household Income  

Education level  

 

 

  



 
 

333 
 

Attachment 2 

Taken from klout.com: 

Apple Amazon Aeropostale Netflix PriceSmart 

Specialist Specialist Explorer Thought Leader Dabbler 

 

Coinstar Buckle Deckers EZCORP True Religion 

Specialist Explorer Not enough 

tweets 

Not enough 

tweets 

Explorer 

 

Specialist: You may not be a celebrity, but within your area of expertise your opinion is second 

to none.  Your content is likely focused around a specific topic or industry with a focused, 

highly-engaged audience. 

Explorer: You actively engage in the social web, constantly trying out new ways to interact and 

network.  You're exploring the ecosystem and making it work for you.  Your level of activity and 

engagement shows that you "get it", we predict you'll be moving up. 

Thought Leader: You are a thought leader in your industry.  Your followers rely on you, not 

only to share the relevant news, but to give your opinion on the issues.  People look to you to 

help them understand the day's developments.  You understand what's important and what your 

audience values that. 

Dabbler: You might just be starting out with the social web or maybe you're not that into it.  If 

you want to grow your influence, try engaging with your audience and sharing more content.  
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Attachment 3 

Correlation of Growth in Sales (%) vs. Metric 

Metric 

Ha

s a 

Blo

g 

Blog 

freq 

updat

es 

mont

h 

Blog 

new 

produ

cts or 

featur

es 

Blog 

promoti

ons 

Blog 

even

ts 

Social 

integrati

on 

buttons 

Call 

to 

acti

on 

step 

Obvio

us 

sales 

proce

ss 

SE

O 

gra

de 

Googl

e 

adwor

ds 

Correlati

on 

-

.39

3 

.294 -.393 -.662
*
 -

.891

**
 

.341 -

.244 

-.244 .152 -.244 

Significa

nce (2-

tailed) 

.26

1 

.410 .261 .037 .001 .335 .497 .497 .674 .497 

 

Metric 

Has a 

Facebook 

Page 

FB no 

of fans 

likes 

FB 

freq of 

posts 

week 

FB 

welcome 

page 

FB general 

product or 

service 

information 

FB 

customer 

support 

FB product 

service 

engagement 

Correlation -.108 -.162 -.144 -.073 -.317 -.086 -.317 

Significance 

(2-tailed) 

.766 .702 .691 .842 .372 .814 .372 
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Metric 

FB fan2fan 

community 

engagemen

t 

FB 

promotiona

l use 

FB 

rich 

medi

a use 

FB call to 

action 

implementatio

n 

Has a 

Twitte

r 

Handl

e 

TW 

no of 

tweet

s per 

day 

TW no 

of 

follower

s 

Correlation -.378 .249 -.317 .249 -.108 -.330 .535 

Significanc

e (2-tailed) 

.281 .488 .372 .488 .766 .351 .111 

 

Metric 

TW no 

following 

KL 

score 

KL 

true 

reach 

KL 

amplification 

KL 

network 

KL 

classification 

Mobile 

location 

based 

services 

Correlation -.042 .484 .539 .671
*
 .004 -.383 -.490 

Significance 

(2-tailed) 

.909 .156 .108 .034 .992 .274 .150 

 

Metric 

Mobile android 

or iPhone app 

Alexa 

world 

rank 

Alexa US 

Rank 

Alexa Sites 

linking in 

QC unique 

visitors per 

month 

Correlation -.498 -.101 -.357 .571 .351 

Significance (2-

tailed) 

.143 .780 .311 .084 .320 
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*.  Correlation is significant at the 0.05 level (2-tailed). 

**.  Correlation is significant at the 0.01 level (2-tailed).  
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Abstract 

The global financial crisis of 2007-2008 sparked awareness of the need for more stability in the 

banking industry.  Four of the major causes of the crisis were: the housing market crash, risky 

borrowing and investments, the lack of preparedness by the government, and supervision or 

regulation failures.  The Basel III international banking requirements, which will begin 

implementation in 2013, were created by the Basel Committee on Banking Supervision in 

response to this crisis.  Three questions will be dealt with in this paper: Will Basel III be an 

appropriate response?  Does Basel III address the four main causes of the crisis? and What will 

Basel III do to prevent another financial catastrophe? 
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 Based on statistics from January 2011, more than twenty six million Americans are 

unemployed, roughly eight and a half million families have had their homes foreclosed or are in 

the midst of foreclosure due to backed up mortgage payments, and trillions of dollars have been 

lost in household wealth (2011, National Crisis Inquiry Commission, p. xv).  The financial crisis 

of 2007-2008 not only devastated the American people and American businesses but also 

impacted the global economy and banking institutions worldwide.  Clearly, major changes 

needed to be made in the banking industry to support the recovery of the economy and sustain 

banking systems internationally.  The active regulations at this time, the Basel II Accords, were 

still being implemented and were not intended to respond to a banking crisis.  Therefore, the 

Basel Committee on Banking Supervision decided to begin the reform of Basel II to create Basel 

III – a set of international banking requirements to respond to the crisis and prevent further 

catastrophes.  Basel III will not begin implementation until 2013, leaving time for speculation 

and projected expectations, which raises two questions: ―Will Basel III be the appropriate 

response to the banking crisis?‖ and ―Does Basel III directly correspond with the causes of the 

crisis?‖ 

The Financial Crisis of 2007-2008 

The financial crisis of 2007-2008 in the United States was an economic disaster not only for 

Americans, but also for the global economy.  Firstly, why was this time considered a crisis?  The 

year of 2007 retrospectively seems to be more of a time setting the stage for what would be the 

actual impact and public awareness of the crisis in 2008.  Specifically, September 15, 2008 was 

the day Lehman Brothers (a major global financial services firm) went bankrupt as well as the 

government bailout of AIG (American International Group, another financial services business) 

occurring within twenty-four hours, creating what would be the ―beginning of the worst market 
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disruption in postwar American history and an extraordinary rush to the safest possible 

investments‖ (2011, Financial Crisis Inquiry Commission, p. 353).  The bankruptcy of Lehman 

Brothers was so catastrophic in part because it was the largest bankruptcy in U.S. history with 

$613 billion in debt (2008, Mamudi, Lehman folds with record $613 billion debt).  Further, this 

bankruptcy directly affected money market funds, hedge funds, investment banks, and those 

investors involved in over-the-counter derivatives contracts (2011, Financial Crisis Inquiry 

Commission, p. 354).  However, this spiral of chaos was merely the public recognition of the 

financial crisis that had been developing for at least a year.   

This leads to the second question: What caused this meltdown in the financial market?  Although 

an article by Keith Hennessey, Douglas Holtz-Eakin, and Bill Thomas from the Wall Street 

Journal titled ―What caused the financial crisis?‖ seems to refute the specificity of the claimed 

causes by the government-created Financial Crisis Inquiry Commission, there are also instances 

of parallel speculation.  The Financial Crisis Inquiry Commission was created to ―examine the 

causes of the current financial and economic crisis in the United States‖ and the commission 

published a public report discussing the final conclusions of these causes in the ―Financial Crisis 

Inquiry Report‖ (2011, p. xi).  The article written by Hennessey et al. discusses the complexity of 

the crisis and inability to place the blame in one (or even just a few) areas of concern; in fact, 

they place the blame on ten successive causes: a credit bubble, a housing bubble, nontraditional 

mortgages, toxic financial assets, financial institutions with housing risk, risky short term debt, 

failure of firms causing additional losses, a common shock among firms, financial panic, and 

economic contraction (2011, p. A.21).  According to the Financial Crisis Inquiry commission, 

among the many causes of the financial crisis, the so-called housing bubble created by 

irresponsible lending and defaulting mortgages was a primarily significant factor and a trigger 
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(2011, p. xxiii).  This particular cause of the crisis trended throughout America as being the 

signal of what would escalate to what is now considered the financial crisis. Franco Fornasari, 

Special Advisor at NERA Economic Consulting, references the housing and mortgages markets 

in the United States as being ―fundamental to understand the dynamics of this crisis‖ (2009, 

Review of Economic Conditions in Italy, p. 49). 

Aside from the traumatic causes of the financial crisis, another indicator of the intensity of these 

events would be the necessity for the government to intervene.  As mentioned on the AIG 

website, the government was well aware that the failure of AIG would have caused severe 

negative consequences for the financial system; this is why the Federal Reserve Bank of New 

York loaned up to eighty-five billion dollars to AIG for stabilization during these difficult times 

(2011, American International Group, Inc., September 2008: Initial Investment from the U.S. 

Government).  In a statement for the shareholders, the President and Chief Executive Officer of 

AIG, Robert H. Benmosche, states that although 2009 was an economically challenging year to 

attempt recovery, AIG is now on its way and is focusing on repaying taxpayers, achieving 

growth, and balancing risks (AIG website, ―AIG‘s Plans Going Forward‖, p. 2). Had the 

government not reacted to the situation, the losses would have been irrevocable.  Further, the fact 

that the government did intervene is the primary signal that the country was in crisis and 

incapable of repairing these problems within the industries themselves or allowing the market to 

self-adjust. 

The Housing Market and Mortgage Failure 

The events that led to the financial crisis of 2007-2008 are commonly understood by the United 

States government and by financial institutions to be strongly influenced by the loss of control in 

the mortgage and housing market.  According to The Financial Crisis Inquiry Report, the 
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housing market failure was ―the spark that ignited a string of events, which led to a full-blown 

crisis in the fall of 2008‖ (2011, p. xvi).  The interest rates on subprime mortgages at this time 

were substantially less than credit card rates and the rates for car loans (2011, Financial Crisis 

Inquiry Commission, p. 67).  Regardless of the enormous obligation of mortgage loans, many 

Americans took advantage of these rates, placing them in financial situations that were bound to 

result in default.  ―Credit scoring,‖ which assesses the credit stance of borrowers using statistics, 

was not yet in place during the 1980s and early 1990s; therefore, manual assessment entailed 

looking into the borrowers‘ credit success, income, available funding for down payments and 

other related costs, and collateral—which, in this case, was property value (2011, Financial 

Crisis Inquiry Commission, p. 67).  This form of underwriting was a local process that depended 

on judgment as to which strengths would offset other weaknesses (2011, Financial Crisis Inquiry 

Commission, p. 67).   Historically, mortgage loans typically consisted of borrowing from a local 

savings bank or credit union and would be repaid over thirty years or a similarly long period of 

time (Bodie, Kane & Marcus, 2011, p. 17).  This means that around the years 2007-2008, those 

mortgages from the 1980s should have been reaching their final payments.  The traditional 

concept of mortgages was skewed when the private institutions began selling the loans to larger 

pools and then traded in the market as securities. According to Bodie et al. (2011), the instigators 

of this process called securitization were two government-sponsored enterprises (GSE‘s) known 

as Fannie Mae (Federal National Mortgage Association) and Freddie Mac (Federal Home Loan 

Mortgage Corporation) (p. 17).  These two GSE‘s which once dominated mortgage financing 

became a trigger of the cycle of events leading up to the financial crisis. 

Aside from generous lenders and greedy borrowers, the cycle worsened as a trend of displacing 

risk took hold of the mortgage market, as noted by the Financial Crisis Inquiry Commission in 
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The Financial Crisis Inquiry Report (2011, p. xxiii). According to Bodie et al. (2011), Fannie 

Mae and Freddie Mac bought these unsecured loans from lenders to begin the securitization 

process and traded them as securities called ―mortgage-backed securities‖ (p. 17).  Since the 

loans had been sold to these agencies, the borrowers‘ payments (aside from the lenders‘ 

servicing fees) went to Fannie Mae and Freddie Mac; the unsecured loans are those which 

reached the market as securities for trade (Bodie, et al., 2011, p. 18).  The Financial Crisis 

Inquiry Report mentions that the damage expanded when global investors became involved and 

put their money into the securities, making the risky situation in America international (2011, p. 

xxiv).  The cycle of lenders, brokers, and financial firms became global; further, each party in 

this cycle believed that the risk was displaced to the following party, when actually the risk 

simply spread to all parties involved (2011, Financial Crisis Inquiry Commission, p. xxiv).  As 

borrowers defaulted on mortgage payments, risk continued to push through this cycle until 

financial institutions were ultimately left with unbearable losses (2011, Financial Crisis Inquiry 

Commission, p. xxiv).  The result was an economy backed by an unstable financial industry. 

Excessive Borrowing and Risky Investments 

 Financial institutions and households were borrowing excessive amounts of money, 

creating leverage ratios for the major investment banks (Bear Sterns, Goldman Sachs, Lehman 

Brothers, Merril Lynch, and Morgan Stanley) that were skyrocketing up to forty to one—for 

every forty dollars in assets, there was one dollar in capital and less than a three percent drop in 

asset values could cause bankruptcy (2011, Financial Crisis Inquiry Commission, p. xix).  Fannie 

Mae and Freddie Mac had a combined leverage ratio at seventy-five to one by the end of 2007 

(2011, Financial Crisis Inquiry Commission, p. xx).  The debt was further aggravated for the 

financial firms because of the riskiness of the assets behind these securities in which they were 
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investing (2011, Financial Crisis Inquiry Commission, p. xx).  The Financial Crisis Inquiry 

Report compared the liabilities and borrowing of Bear Stearns as ―the equivalent of a small 

business with $50,000 in equity borrowing $1.6 million, with $296,750 of that due each and 

every day‖ (2011, p. xx).  Aside from the extreme problems caused within financial firms, 

inflated housing prices that created this excessive borrowing within households caused 

estimations of 900 billion dollars in mortgage equity withdrawals (2009, Stiglitz, p. 281).  At one 

point, eighteen percent of debt markets were mortgage securities alone (2011, Financial Crisis 

Inquiry Commission, p. 68).  A notable claim made by Huberto Ennis and Todd Keister 

reporting for the Federal Reserve Bank of Richmond is that depositors and investors have a self-

fulfilling reflection on the financial industry—if depositors and investors feel a common sense of 

insecurity, a panic is caused resulting in massive withdrawals which further results in failure of 

these financial institutions which cannot sustain capital after such extreme activity (2010, p. 33).  

Many households were also attempting to live beyond their means by taking out loans in which 

principal payment could be deferred and seeking nontraditional mortgages (2011, Financial 

Crisis Inquiry Commission, p. 7).  However, many of these problems were hidden from public 

view; The Financial Crisis Inquiry Report states that the lending market, off-balance sheet 

entities, and over-the-counter derivatives all stayed under the radar and away from protections 

and regulations of the financial industry (2011, p. xx).  How could the public have known to 

avoid risky situations if they were hidden from public view? 

 Financial institutions and investors were both victims and facilitators in the downfall of 

borrowing and investing in America.  Collateralized debt obligations (CDOs), new securities 

built typically from BBB and A rated securities with collateral, became a tremendously risky yet 

popular investment during the first decade of the twenty-first century (2011, Financial Crisis 
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Inquiry Commission, p. 127).  According to the Financial Crisis Inquiry Commission, about 

eighty percent of CDOs were built from low-rated mortgage-backed securities and rated AAA—

a seemingly unrealistic rating, but mathematically possible through speculated diversification 

benefits (2011, p. 127).  The CDO generated billions of dollars of activity from underwriters to 

rating agencies to guarantors protecting default, and similarly from bankers to executives 

benefitting from CDO fees and bonuses (2011, Financial Crisis Inquiry Commission, p. 129).  

These CDOs were simply another way to further the cycle from risky mortgage loans to 

mortgage-backed securities which were masked as high-rated CDOs, an attractive buy for 

financial institutions.  This was another opportunity for the risk to be spread further and further 

around the financial market. 

The U.S. Government Ill-prepared 

 The United States government was expected to be prepared for a crisis such as this, and 

further, expected to respond to the crisis in an appropriate manner.  The Treasury Department, 

the Federal Reserve Board, and the Federal Reserve Bank of New York were the overseeing 

authorities in this position, but proved to not have the expected preparedness nor the expected 

understanding of the financial system (2011, National Crisis Inquiry Commission, p. xxi).  

Although senior public officials were aware of the housing market situation, there was not a 

recognition that the problem could result in a financial disaster (2011, National Crisis Inquiry 

Commission, p. xxi).  Federal Reserve Chairman Ben Bernanke, Treasury Secretary Henry 

Paulson, and Securities and Exchange Commission (SEC) Chairman Christopher Cox had all 

been justifying the stability of the financial system, that any disturbances would be contained, 

and that big investment banks had notable capital buffers (2011, National Crisis Inquiry 

Commission, p. xxi).  The general theme among government representatives seemed to teeter 
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between a misunderstanding of the situation and a denial of the inevitable outcomes. The Federal 

Reserve considered the collapse of Bear Stearns due to hedge funds invested in risky mortgage 

securities to be a unique situation rather than a warning to other similar institutions (2011, 

National Crisis Inquiry Commission, p. xxi).  In fact, the Federal Reserve had heard warnings 

regarding fraudulent practices and irresponsible lending within the mortgage market previously, 

yet did not heed these warnings in time (2011, National Crisis Inquiry Commission, p. xxiii). 

 Additionally, the collapse of Fannie Mae and Freddie Mac directly reflected upon the 

government‘s preparedness because these were the two major government-sponsored enterprises 

(GSEs) of this time.  Congress allowed both of these GSEs exemptions from state and local taxes 

as well as a $2.25 billion line of credit each from the U.S. Treasury (2011, National Crisis 

Inquiry Commission, p. 39).  These GSEs could borrow at rates much lower than those of banks 

and similar to those of the Treasury; further, capital requirements were set at least two percent 

lower than the requirements for banks (2011, National Crisis Inquiry Commission, p. 39).  Due 

to the outstanding privileges given to Fannie Mae and Freddie Mac, it allowed investors to 

consider the mortgage-backed securities of the enterprises to be government recommended, 

while in reality, these securities were tremendously risky (2011, National Crisis Inquiry 

Commission, p. 39).  Further, as stated by Joseph Stiglitz of the Eastern Economic Journal, the 

United States was not hit as hard as it would have been had globalization not ―exported our 

recession‖ (2009, p. 283).  As the mortgage-backed securities were popularizing throughout 

America, Europe invested in them as well being unaware of the risk involved yet intrigued by 

these investments. The government endorsement and favoring of these enterprises combined 

with the inability to contain risk and prevent failure constitutes the government‘s ill-preparedness 

for this crisis. 
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Regulation and Supervision Failure 

 The three previously discussed causes of the financial crisis can all relate back to this 

particular cause: a failure in regulation and supervision in the financial system.   According to 

the Financial Crisis Inquiry Commission, a common expectation among financial institutions is 

belief that the market will correct itself even in these tumultuous times (2011, p. xviii).  Further, 

the government and other powerful regulating authorities expected financial institutions to 

govern themselves (2011, Financial Crisis Inquiry Commission, p. xviii).  This combination 

pointed to a wide range of low regulation within the financial industry.  Regulators were 

overseeing these institutions as well as rating them, considering them to be safe, and 

underwriters were leniently allowing too many unsuitable parties into the system (2011, 

Financial Crisis Inquiry Commission, p. xviii).  Even insurance regulators were unsure of their 

authority in various situations, including credit default swaps, a derivative used as insurance for 

investing in bonds that were commonly overlooked by regulatory authority (2011, Financial 

Crisis Inquiry Commission, p. 50).  It seems that in the years leading up to the crisis, those who 

were expected to supervise could point fingers at others in the system because of the lack of 

strict authority as well as the number of previously inactive complex derivatives becoming 

increasingly popular. 

 Some cities and states were reacting to the lack of regulation by creating their own 

standards, still looking to the government for support; however, the government continued to 

deny the need for any action, constituting many practices as safe (2011, Financial Crisis Inquiry 

Commission, p. 13).  Management at financial firms, noticing the slowing of the housing market, 

continued to package and sell securities while turning their heads away from the associated risk 

(2011, Financial Crisis Inquiry Commission, p. 18).  According to Franco Fornasari, much of the 



 
 

357 
 

supervision and regulation was overlooked due to the complexity of the products created by 

financial institutions; the products were understood amongst the institutions creating them, but 

regulating authorities had no particular say in the matter because there were no corresponding 

guidelines for such abnormal securities (2009, p. 49-53).   In some instances, regulators were 

practically begging the government to intervene. In 2005, attention was drawn to the slowing 

housing market—Sabeth Siddique, assistant director for credit risk in the Division of Banking 

Supervision and Regulation at the Federal Reserve Board, studied loan patterns, finding the 

studies alarming and therefore presenting the information to the Federal Reserve Governor 

(2011, Financial Crisis Inquiry Commission, p. 20).  The situation went through the motions of 

being reviewed and considered but once again the concerns were pushed aside (2011, Financial 

Crisis Inquiry Commission, p. 21).  The trend from 2000-2007 seemed to be an ignorance of the 

true concerns of the financial industry, sometimes in the hands of the regulators and other times 

in the hands of the United States government. 

The Basel III International Banking Requirements 

 Basel III was created by the Basel Committee on Banking Supervision, a group of 

representatives from twenty-seven different countries that support the banking industry and 

strive to improve understanding of banking regulations and supervision internationally (Bank for 

International Settlements, 2011, About the Basel Committee).  A key characteristic of the Basel 

Committee is the recognition that this group does not have the power to create rules with legal 

force; however, their forums are to create standards, guidelines, and recommendations that 

reflect the Committee‘s commitment to high quality practice and international collaboration 

(Bank for International Settlements, 2011, History of the Basel Committee and its membership). 

Basel III is a compilation of documents that the creators intended to enforce regulations, 
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supervision, and risk management in the international banking industry (2009, International 

regulatory framework for banks (Basel III)).  The original Basel Capital Accord was developed 

in 1988 in response to Latin American defaults in 1982 (Rodriguez, 2003, p. 115).  Basel I was 

considered a failure and proved to lessen the stability in the financial system rather than 

strengthen and protect it (Rodriguez, 2003, p. 120).  Therefore, the Basel Committee gathered 

once again to begin a reformation process and create Basel II, an enhancement of Basel I that 

focused on evaluating and controlling risk (Bank for International Settlements, 2001, Basel II: 

The new Basel Capital Accord – Second consultative paper).  However, due to the financial 

crisis of 2008, the Basel Committee responded once again by developing Basel III to remedy the 

inadequacies of Basel II and improve the stability of the banking industry (2009, Bank for 

International Settlements, International regulatory framework for banks (Basel III)). 

 The Group of Central Bank Governors and Heads of Supervision, who oversee the Basel 

Committee, met in September 2009 to initiate discussions of the goals and intricacies of Basel III 

(2009, Bank for International Settlements, Comprehensive response to the global crisis).  At this 

time, among the twenty-seven countries involved, an agreement was reached on a number of 

specific expectations including: raising the standards of Tier 1 capital, creating a leverage ratio 

that will enhance aspects of Basel II, supporting a minimum liquidity standard, and intending to 

reduce systemic risk (2009, Bank for International Settlements, Comprehensive response to the 

global crisis).  In December 2009, these ideas were made concrete and the committee set out to 

discuss implementing them at the end of 2010 (Bank for International Settlements, 

Comprehensive response to the global crisis).  July 2010 marked the review of a reform package 

created to focus on the standards of liquidity and consistency of capital (Bank for International 

Settlements, The Group of Governors and Heads of Supervision reach broad agreement on Basel 
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Committee capital and liquidity reform package).  Finally, in September 2010, the Group of 

Governors and Heads of Supervision discussed the agreements once again to be reviewed at the 

G20 Summit, highlighting agreements on increased capital requirements and transition 

arrangements (Bank for International Settlements, Group of Governors and Heads of Supervision 

announces higher global minimum capital standards).  Many of the new ratios and requirements 

will not be introduced for a few years, but the first implementation on capital will be in January 

2013 and will effect tangible common equity (Tier 1 capital) and total capital in relation to risk-

weighted assets (2010, Bank for International Settlements, Group of Governors and Heads of 

Supervision announces higher global minimum capital standards).  As stated in the Basel III and 

beyond speech delivered by Nout Wellink, the Chairman of the Basel Committee and President 

of the Netherlands Bank, although Basel III intends to respond to the financial crisis, its main 

goal is to prevent any future crisis by providing a more stable and reliable banking system 

(2011).   

Basel III: The Housing Market & Mortgages 

 Although Basel III does not directly respond to the housing market itself, the documents 

clearly focus on ensuring raised capital standards, creating less possibility of bank inadequacy 

and failure.  As discussed in Nout Wellink‘s speech, New Framework for Banking Supervision, a 

strong capital buffer will encourage banks to take advantage of profitable times by conserving 

when possible, making these banks strongest during the most stressful times (2011, p. 2).  An 

issue that arose during the crisis was the banks‘ attempt to try and recover at the most 

inopportune time to do so—the height of the crisis (Wellink, 2011, p. 4).  This recognition of the 

previous inability to sustain a stable amount of capital in banks can be applied to mortgage loans 

and mortgage-backed securities and provides the basis for stability in the banking industry.  
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These capital requirements and risk reduction will be further addressed in the following section 

regarding Basel III‘s response to excessive borrowing and risky investments leading up to the 

crisis. 

Specifically regarding mortgage loans, Basel III attempts to reconcile past misinterpretations of 

risk by creating a more suitable corresponding ratio.  Residential mortgages and highest-quality 

mortgages were labeled as assets with medium risk weights to distinguish them from low or high 

risk assets, yet according to Hervé Hannoun, Deputy Manager of the Bank for International 

Settlements, the Basel Committee will replace these weights with a simple leverage ratio that 

sets a minimum capital to asset ratio that will require about four times more capital than the 

previous requirements (2010, p. 7).  As previously mentioned, the lack of sufficient capital 

inhibited the banks‘ ability to respond to the crisis, and this extra pad of capital can address the 

risks of such assets like mortgages and allow these new ratios to override the need for risk 

weights.  Further, as Stefan Walter, Secretary General of the Basel Committee, expressed in his 

November 2010 speech, Basel III and Financial Stability, the leverage ratio does two important 

things: helps distinguish between banks that require support and also creates a balance that 

prevents excess leverage in profitable situations, yet does not demand high leverage in stressful 

situations (para. 12).  This balance is expected to create a more predictable and more stable 

banking system. 

Basel III: Excessive Borrowing and Risk 

 The same expectations for protecting mortgage loans using capital requirements and 

leverage ratios can also protect from excessive borrowing and risky investments.  The 

importance of stabilizing and strengthening the quality of the capital base is primarily a 

prevention mechanism rather than a recovery mechanism.  As discussed by Nout Wellink in his 



 
 

361 
 

speech from September 2010, Fundamentally strengthening the regulatory framework for banks, 

the higher capital requirements will be loss-absorbing and can create ―a stronger position to 

shield the economy from future shocks‖ (p. 1). Hervé Hannon defines the first breakthrough of 

Basel III to be a more standardized approach to Tier 1 capital by ensuring that this capital, along 

with the requirements associated with the capital, will be that which absorbs losses (2010, p. 4).  

Combining these two statements, it is clear that Basel III both recognizes the need for more 

capital for protection and also defines the quality of this capital.  Therefore, excessive borrowing 

is addressed and limited according to the capital requirements of Basel III. 

 Basel III has many documents assessing various risk models and determining how Basel 

II will be modified to be most suitable for Basel III standards.  The Basel Committee understands 

that while the risk associated within individual institutions is important to recognize, systemic 

risk, or the risk of financial system disruption, is also a key factor to preventing another crisis 

(Caruana, 2010, p. 3).  Mr. Jamie Caruana, General Manager of the Bank for International 

Settlements, states that this awareness of both firm-specific risk as well as risk on a macro level 

is what distinguishes the risk assessment of Basel II from that of Basel III (2010, p. 3).  Another 

important element of the new risk regulations in Basel III is the fact that the expectations of an 

institution are now based on its actual contribution to the system (Caruana, 2010, p. 4).  The 

Basel Committee identifies some institutions as ―systemically important financial institutions,‖ 

or SIFIs, and Basel III states that these institutions will have a higher standard for loss-absorbing 

capacity (Caruana, 2010, p. 4).  Also, within the Basel Committee on Banking Supervision‘s 

document, Principles For Enhancing Corporate Governance, banks are to maintain an effective 

structure of risk management that has sufficient authority and resources (2010, p. 17).  Both 
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macro- and microeconomic issues within the banking industry are addressed within the Basel III 

standards, and once again the importance of the quality of capital is emphasized. 

Basel III: The Government 

 The United States Government‘s active involvement in the Basel Committee is 

represented by members from three groups: The Federal Reserve Board, Securities and 

Exchange Commission, and Office of the Comptroller of the Currency (Bank for International 

Settlements, 2011, Joint Forum).  These groups can therefore represent the U.S. Government 

among the twenty-six other countries represented in the Basel Committee.  The Basel Committee 

published a report in October 2010 titled, ―The Basel Committee‘s response to the financial 

crisis: Report to the G20‖ in order to address the banking crisis and offer regulations for reform. 

United States President Barack Obama is a member of the G20, and therefore a recipient of this 

report.  Further, the United States involvement in the Basel Committee as represented by 

members of the Federal Reserve and other government groups show that the United States 

intends on using the Basel III requirements as standards for the American banking industry.  This 

illustrates one aspect of the response to the ill-preparedness of the government: a validation of 

government involvement in preventing future crises.  In general, the government was very 

involved with crisis recovery in America.  However, government involvement specifically in 

Basel III is limited to government representatives in the Basel Committee as well as the 

acceptance of Basel III into United States banking institutions. 

Basel III: Regulation and Supervision 

The lack of supervision and regulation is greatly emphasized in the documents of Basel III, and 

new standards for supervision and regulation have been finalized.  Nout Wellink mentions in his 

speech, The New Framework for Banking Supervision, that ―Basel III‘s intense focus on capital 
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and liquidity standards should not overshadow the equally important efforts of the Committee to 

strengthen risk management and supervisory practices‖ (2011, p. 3).  The Basel Committee 

published a document titled Principles for Enhancing Corporate Governance in October 2010 

which is a detailed description of the new supervisory and regulatory standards at many different 

levels.  The introduction alone discusses six areas of focus: board practices, senior management, 

risk management and internal controls, compensation, complex or opaque corporate structures, 

and disclosure and transparency (Basel Committee on Banking Supervision, 2010, p. 2-3).  Most 

relevant to the financial crisis, and most emphasized in this Basel Committee document, are bank 

corporate governance standards.  According to the Principles for Enhancing Corporate 

Governance, ―From a banking industry perspective, corporate governance involves the allocation 

of authority and responsibilities, ie the manner in which the business and affairs of a bank are 

governed by its board and senior management‖ (2010, p. 5).  Also within this document are 

fourteen principles specifically concerning sound corporate governance.  These principles give 

the board overall responsibility of the bank and its actions, while also overseeing senior 

management, remaining qualified, and being aware of their role and responsibilities (Basel 

Committee on Banking Supervision, 2010, p. 7).  Further, these responsibilities should be 

continually updated to stay relevant, and should also be modified according to business structure 

and risk (Basel Committee on Banking Supervision, 2010, p. 15).  The majority of these 

principles are concerned with overseeing risk and where responsibility falls for certain risks.  For 

instance, Principle 12 of the Principles for Enhancing Corporate Governance states, ―The board 

and senior management should know and understand the bank‘s operational structure and the 

risks that it poses (ie know your structure)‖ (2010, p. 26). 
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As mentioned previously when discussing the causes of the crisis, one major issue concerning 

regulation was the inability to effectively underwrite mortgage loans.  Nout Wellink 

acknowledges in his speech, ―The New Framework for Banking Supervision,‖ that weak credit 

underwriting combined with too much leverage was a failure that characterized the crisis (2011, 

p. 1).  The blame for weak underwriting can be placed on the lack of supervision and regulation, 

an issue greatly emphasized in Basel III.  The Basel Committee‘s Principles for Enhancing 

Corporate Governance states in Principle 14, ―The governance of the bank should be adequately 

transparent to its shareholders, depositors, other relevant stakeholders and market participants‖ 

(2010, p. 29).  Although this does not discuss the strategy for underwriting, which will naturally 

be part of regulating corporate governance, it will improve the relationship banks have with 

shareholders and depositors, allowing them to hold banks accountable (Basel Committee on 

Banking Supervision, 2010, p. 29).  Specifically, disclosed information should be ―proportionate 

to the size, complexity, structure, economic significance, and risk profile of the bank‖ (Basel 

Committee on Banking Supervision, 2010, p. 29).  Basel III addresses regulation and supervision 

thoroughly in the Principles for Enhancing Corporate Governance, detailing the various levels 

of supervision, while directly responding to and referencing the relevant issues of the financial 

crisis. 
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